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HEALTH  CARE  COST  AND  ACCESS 


WEDNESDAY,  JUNE  19,  1991 

House  of  Representatives, 

Committee  on  the  Budget, 

Washington,  DC. 

The  Committee  met,  pursuant  to  notice,  at  9  a.m.,  in  room  210, 
Cannon  House  Office  Building,  Hon.  Leon  E.  Panetta,  Chairman, 
presiding. 

The  Chairman.  The  House  Budget  Committee  is  in  session  for  a 
hearing  on  health  care  and  access  issues. 

This  is  one  of  a  series  of  hearings,  as  many  of  you  know,  that  we 
have  held  on  long-term  issues  to  try  to  prepare  for  the  budget  for 
next  year  and  to  try  to  focus  on  the  rest  of  the  nineties. 

Health  care  is  obviously  the  preeminent  domestic  issue  of  the 
nineties. 

Costs,  as  we  know,  are  rising  rapidly  and  growing  numbers  of 
Americans  do  not  have  access  to  quality  care. 

Governments  at  all  levels  as  well  as  families  and  individuals  are 
facing  a  staggering  burden  in  this  area. 

Even  as  the  medical  industry  is  able  to  do  more  and  more  to  pre- 
vent illness  to  cure  the  sick  and  to  unable  people  to  live  longer  and 
healthier  lives  there  is  a  growing  gap  between  those  with  access  to 
modern  medical  miracles  and  those  who  must  struggle  to  meet  the 
cost  of  a  single  visit  to  the  doctor. 

As  a  society,  we  pay  more  and  more.  In  some  ways,  we  receive 
more  for  our  money,  and  in  some  ways  less. 

Costs  continue  to  rise  much  faster  than  the  overall  rate  of  infla- 
tion. 

We  spend  more  on  health  care  per  capita  and  as  a  percentage  of 
GNP  than  all  other  industrialized  nations.  Today,  it  represents 
about  12  percent  of  GNP.  By  the  year  2000,  just  9  years  from  now, 
it  is  expected  to  be  over  15  percent  of  GNP.  This  is  a  huge  budget 
problem  for  Government  at  all  levels. 

Public  sector  funds  over  40  percent  of  total  health  care  expenses, 
primarily  for  Medicare  and  Medicaid. 

Congressional  Budget  Office  projects  that  health  care  spending 
will  take  20  percent  of  the  Federal  budget  by  1996.  What  do  we  re- 
ceive for  that? 

In  most  instances,  those  with  access  to  care  are  receiving  quicker 
and  more  accurate  diagnoses  and  better  care. 

As  we  all  know,  there  is  a  gap  that  involves  about  33  million 
Americans  under  the  age  of  65.  Most  could  be  classified  as  working 
poor,  without  any  private  health  insurance  or  public  coverage. 
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These  people,  a  third  of  whom  are  children,  simply  lack  access  to 
health  care  because  of  the  high  cost  of  treatment. 

In  addition,  there  may  be  65  to  almost  70  million  more  Ameri- 
cans who  are  underinsured  with  inadequate  coverage  for  basic 
health  care. 

This  patient  is  ready  for  radical  surge,  and  at  least  17  of  our  col- 
leagues have  made  proposals  for  far-reaching  changes  in  our  health 
care  system. 

Five  of  them,  will  testify  this  morning,  and  we  are  looking  for- 
ward to  hearing  their  ideas. 

They  are  Senate  Majority  Leader  Mitchell,  Chairman  of  our  two 
health  Subcommittees,  Henry  Waxman,  Pete  Stark,  Nancy  John- 
son, and  Marty  Russo. 

We  will  later  have  a  panel  who  will  discuss  the  situation  from 
their  point  of  view  and  their  proposed  solutions. 

The  next  witness,  Humphrey  Taylor,  the  head  of  the  Louis 
Harris  &  Associates  firm,  will  discuss  public  attitudes  toward  the 
issue  and  toward  some  of  the  broad  changes  that  have  been  sug- 
gested. 

Finally,  we  will  have  a  panel  that  will  discuss  the  innovative  ap- 
proaches that  have  been  taken  by  some  States  from  rationing  of 
health  care  to  nearly  universal  health  care  coverage.  We  will  also 
address  the  critical  issue  of  long-term  health  care. 

I  want  to  inform  the  Members  that  with  this  full  plate  of  wit- 
nesses today,  the  Chair  will  adhere  to  the  5-minute  rule  as  we  pro- 
ceed, because  we  have  a  number  of  witnesses.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

I  want  to  join  with  you  and  associate  myself  with  your  remarks 
regarding  to  the  importance  of  the  issues  that  we  are  going  to  be 
discussing  here  today. 

Clearly,  we  have  an  unsustainable  situation  with  regard  to  the 
health  care  system  in  the  United  States.  The  problems  involve  the 
delivery  system  as  well  as  the  financing,  although  those  are  two 
separate  issues. 

I  think  we  are  making  some  progress  in  thinking  through  what 
the  appropriate  response  to  this  emerging  crisis. 

There  seems  to  be  a  growing  consensus  that  our  initial  concerns 
should  be  about  cost  and  access. 

There  are  other  things  that  might  be  put  on  the  list,  but  I  think 
that  focus  is  developing. 

My  own  view,  however,  is  that  we  are  far  from  agreement  on  the 
next  point,  which  is  what  the  options  are. 

In  this  regard,  I  want  to  congratulate  all  the  groups — public  and 
private,  in  both  parties,  in  and  out  of  Government — who  have  gone 
through  the  exercise  of  trying  to  pull  together  their  recommenda- 
tions and  putting  a  specific  plan  on  the  table.  I  know  how  hard 
that  is  to  do. 

I  may  or  may  not  agree  with  the  specifics,  but  I  think  v/e  are  at 
a  stage  where  we  are  trying  to  think  this  thing  through  as  a 
Nation,  where  we  are  trying  to  get  away  from  the  generalities  and 
get  into  the  specifics:  What  would  the  plan  cover?  How  will  it  be 
financed? 

In  that  regard,  the  recent  initiatives  by  the  Democratic  Party 
and  the  U.S.  Senate  are  to  be  applauded.  I  don't  happen  to  agree 
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with  their  conclusions,  but  I  think  the  fact  they  have  gone  through 
the  effort  moves  this  debate  forward. 

I  also  would  say  that,  at  least  from  my  observation,  we  have  to 
give  a  lot  more  thought  to  the  question  of  who  is  responsible  for 
dealing  with  this  issue  in  the  future. 

Is  it  the  individual,  if  he  or  she  is  able  to  afford  it?  Is  it  the  em- 
ployer? Is  it  Government?  If  so,  which  level  of  Government?  If  it  is 
all  of  the  above,  how  are  those  burdens  to  be  shared? 

That  is  really  a  different  question.  My  personal  hunch  is  that  we 
are  going  to  spend  most  of  the  decade  of  the  nineties  trying  to 
think  our  way  through  it. 

In  any  event,  Mr.  Chairman,  I  am  particularly  pleased  to  see  this 
hearing  scheduled. 

As  you  know,  Mr.  Chairman,  the  health  care  issue  has  been  a 
matter  of  concern  among  all  Members  of  the  Budget  Committee,  on 
both  sides  of  the  aisle,  and  your  arranging  for  such  a  comprehen- 
sive hearing  is  much  appreciated  by  our  side. 

The  Chairman.  Thank  you  very  much. 

Our  first  witness,  Henry  Waxman,  who  is  obviously  not  only  the 
Chairman  of  a  very  important  Subcommittee  on  Health  and  the 
Environment  of  Energy  and  Commerce,  but  I  think  all  of  us  know 
he  is  a  leader  in  the  health  care  area,  not  only  in  terms  of  the 
quality  of  health  care,  but  ensuring  that  our  most  vulnerable  citi- 
zens have  access  to  that  health  care. 

I  don't  know  what  the  ultimate  answer  will  be  in  this  issue,  but 
you  can  bet  that  Mr.  Waxman  will  play  a  role  in  whatever  that 
final  design  looks  like.  For  that  reason,  we  welcome  you  here  to  the 
Budget  Committee. 

Your  statement  will  be  made  part  of  the  record. 

STATEMENT  OF  HON.  HENRY  A.  WAXMAN,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CALIFORNIA;  AND  CHAIRMAN, 
SUBCOMMITTEE  ON  HEALTH  AND  THE  ENVIRONMENT  OF  THE 
COMMITTEE  ON  ENERGY  AND  COMMERCE 

Mr.  Waxman.  Thank  you  very  much. 

I  am  pleased  to  be  here  with  you  to  discuss  this  issue  and  I  com- 
mend you  for  taking  up  this  question,  which  is  a  perplexing  one, 
and  yet  one  I  think  we  need  to  tackle  head  on  and  no  longer  push 
to  the  sidelines. 

Recently,  Senator  Rockefeller  and  I  introduced  the  legislation  of 
the  Pepper  Commission. 

I  know  you  will  be  hearing  shortly  from  Senator  Mitchell  as  well 
as  our  colleague  in  the  House,  Mr.  Stark,  who  has  his  own  initia- 
tive. 

My  Committee,  along  with  the  Ways  and  Means  and  Education 
and  Labor  Committees,  is  working  with  the  House  leadership  to  de- 
velop an  initiative  that  House  Democrats  can  sponsor. 

Only  the  Bush  Administration  doesn't  seem  to  see  the  urgency  of 
the  problem. 

In  his  State  of  the  Union  message  just  5  months  ago,  President 
Bush  said,  ''Good  health  care  is  every  American's  right." 
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Unfortunately,  there  are  millions  of  Americans  who,  unlike  the 
President  and  Members  of  Congress  do  not  have  access  to  good 
health  care. 

Yet,  the  Secretary  of  Health  and  Human  Services  has  spent  the 
last  few  months  telling  audiences  around  the  country  just  what  the 
Administration  is  against,  which  includes  all  of  the  reform  propos- 
als you  will  hear  about  this  morning. 

We  still  have  no  clue  what,  if  anything,  the  Administration  is 
for,  other  than  personal  responsibility  and  malpractice  reform. 

I  have  been  asked  to  outline  the  Pepper  Commission  approach. 

Attached  to  my  testimony  is  a  short  summary  of  the  House  ver- 
sion, H.R.  2535,  which  I  introduced  earlier  this  month. 

Under  this  bill,  all  Americans  would  have  coverage  for  basic 
health  care — preventive,  hospital,  and  physician  services — in  one  of 
three  ways:  Through  their  employers;  through  a  new,  federally  run 
public  plan;  or,  in  the  case  of  the  elderly  and  disabled,  through 
Medicare. 

Large  and  medium-sized  employers  would  be  required  to  assure 
that  all  full-time  employees  and  dependents  have  coverage  for  basic 
health  services. 

Employers  could  meet  this  obligation  either  by  offering  private 
coverage  or  by  enrolling  their  employees  in  the  new  public  pro- 
gram for  a  premium  set  at  a  fixed  percent  of  payroll. 

Unlike  an  employer  ''mandate,"  under  which  employers  would 
be  required  to  purchase  private  insurance  coverage  for  their  em- 
ployees and  dependents  regardless  of  cost,  this  play  or  pay  ap- 
proach guarantees  employers  that  their  financial  exposure  is  limit- 
ed to  a  fixed  percent  of  payroll. 

At  the  same  time,  if  the  employer  premium  level  is  set  high 
enough,  the  ''play  or  pay"  does  not  create  an  incentive  for  most 
employers  to  move  their  employees  into  the  public  plan,  keeping 
on-budget  costs  down. 

To  control  private  and  public  health  care  spending,  our  bill  does 
several  things: 

First,  it  creates  incentives  for  consumers  to  be  cost-conscious  by 
subjecting  all  of  the  basic  health  services  other  than  preventive 
care  to  deductibles  of  $250  per  individual  and  $500  per  family,  and 
by  imposing  a  20-percent  coinsurance  obligation. 

Low-income  people  would  give  assistance  in  meeting  these  cost- 
sharing  requirements. 

Second,  the  bill  gives  employers,  insurers,  labor-management 
funds,  and  other  private  purchasers  the  option  to  use  public  plan 
rates  in  paying  for  hospital,  physician,  and  other  basic  health  care 
services. 

The  public  plan  will  pay  for  basic  health  services  using  Medicare 
principles. 

Finally,  the  bill  creates  incentives  for  the  use  of  managed  care, 
preempts  State  minimum  benefits  laws,  and  directs  the  develop- 
ment and  use  of  clinical  practice  guidelines. 

Although  the  bill  will  help  restrain  health  care  costs,  it  will  still 
require  significant  additional  Federal  funds. 

I  don't  yet  know  exactly  how  much,  but  I  have  requested  esti- 
mates from  both  CBO  and  0MB. 
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Some  of  these  costs  would  be  paid  for  by  the  premium  contribu- 
tions made  to  the  public  plan  by  employers  who  choose  to  ''pay" 
and  by  individuals  outside  the  work  force  who  choose  to  enroll. 

My  proposal  for  the  rest  of  the  financing  needed  to  keep  the 
public  program  on  a  pay-as-you-go  basis  would  be  a  surtax  on  indi- 
vidual and  corporate  income  tax  liability. 

The  exact  amount  of  the  surtax  would  be  set  once  estimates  of 
the  public  program  costs  are  available. 

I  suggest  this  surtax  because  it  is  simple  to  administer  and  un- 
derstand, broad-based,  moderately  progressive,  and  is  likely  to  grow 
over  time. 

I  recognize  that  there  are  other  potential  revenue  sources  that 
the  Committees  of  jurisdiction  may  wish  to  use  instead. 

The  important  point  is  that  the  public  program  be  given  a  reve- 
nue source  that  is  stable  and  avoids  the  chronic  underfinancing 
that  plagues  the  Medicaid  program.  In  closing,  I  want  to  make  four 
points. 

First,  the  way  we  pay  for  health  care  in  this  country  is  funda- 
mentally flawed.  The  system  is  broken  and  it  needs  to  be  fixed. 

Leaving  things  alone  won't  solve  the  problem.  Instead,  costs  will 
continue  to  climb,  and  more  Americans  will  become  uninsured  or 
underinsured.  For  millions  of  Americans,  access  to  basic  health 
care  services  will  be  threatened. 

Second,  the  longer  we  wait  to  begin  to  solve  this  problem,  the 
more  expensive  the  solution  will  be. 

Health  care  costs  are  projected  to  grow  at  least  12  percent  per 
year  over  the  next  few  years. 

At  this  rate,  to  assure  that  all  Americans  have  access  to  a  basic 
package  of  services  will  cost  57  percent  more  in  1995  than  it  would 
cost  today  and  147  percent  more  in  the  year  2000  than  it  would 
cost  today. 

Third,  even  with  effective  cost  controls,  health  care  reform  will 
not  be  budget-neutral. 

No  one  disputes  that  there  are  substantial  savings  to  be  had 
from  eliminating  inappropriate  care,  reducing  administrative  over- 
head, and  other  system  reforms. 

But  these  savings  will  not  be  sufficient  to  supply  all  of  the  addi- 
tional resources  needed  to  assure  that  all  Americans  have  coverage 
for  basic  health  care  services.  The  numbers  of  uninsured  and  un- 
derinsured Americans  is  simply  too  large. 

My  final  point  is  that  if  we  are  serious  about  giving  all  Ameri- 
cans coverage  for  basic  health  care  services,  there  are  really  only 
two  roads  to  reform. 

One  is  to  build  on  the  existing  employment-based  health  insur- 
ance system,  as  the  Pepper  Commission  bill  and  Senator  Mitchell's 
proposal  would  do. 

The  other  is  to  phase  out  the  current  private  health  insurance 
system  and  replace  it  with  Medicare,  as  Mr.  Stark's  bill  would  do, 
or  with  a  new  public  health  insurance  program,  as  Mr.  Dingell's 
bill  or  Mr.  Russo's  bill  or  Ms.  Dakar's  bill  would  do. 

The  road  we  must  avoid  is  the  one  which  looks  to  each  State  to 
develop  its  own  solution  to  paying  for  basic  health  services. 

The  Medicaid  program  teaches  us  that  State  revenue  growth 
cannot,  over  time,  keep  pace  with  the  costs  of  providing  basic 
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health  care  services,  even  where  drastic  cost  controls — such  as  lim- 
iting covered  hospital  days  to  18  per  year — are  used. 

If  States  are  given  a  major  role  in  financing  health  care  services, 
they  will  insist  on  ''flexibility"  to  control  their  expenditures  by  lim- 
iting benefits,  lowering  reimbursement,  or  reducing  eligibility. 

I  believe  that  ail  Americans,  whether  they  live  in  California  or 
Maine  or  Texas  or  Tennessee,  should  be  entitled  to  coverage  for 
basic  health  services. 

I  look  forward  to  working  with  you  and  the  Members  of  this 
Committee  to  design  and  fund  a  program  that  will  achieve  this 
goal  as  soon  as  possible. 

The  Chairman.  Thank  you  very  much,  Mr.  Waxman,  again  for 
taking  the  time  to  come  and  give  the  benefit  of  your  views  on  this 
issue. 

Could  I  ask,  with  regard  to  your  particular  proposal,  what  you 
estimate  the  cost  of  your  proposal  to  be  in  the  first  year,  and  per- 
haps over  the  next  5  years  so  we  get  some  sense  of  the  cost? 

Mr.  Waxman.  We  are  asking  CBO  to  give  us  an  estimate,  but  we 
don't  have  those  yet. 

The  Commission  estimated  it  would  cost  the  Government  about 
$24  billion  per  year  when  it  is  fully  implemented,  and  the  way  the 
bill  is  designed  is  that  expenses  would  be  phased  in  over  5  years, 
but  that  is  the  best  we  can  give  you  by  way  of  a  dollar  figure  at 
this  time. 

The  Chairman.  Mr.  Waxman,  one  of  the  debates  going  on  is  the 
debate  of  whether  we  should  take  an  incremental  approach  and 
work  with  the  existing  system  or  whether  we  ought  to  do  a  full- 
scale  reform. 

Evidently,  GAO  kind  of  suggested  in  their  testimony  we  might 
save  more  money  if  we  go  to  a  full-scale,  single  payer  approach. 
What  is  your  view  on  this? 

Mr.  Waxman.  I  think  it  is  a  mistake  not  to  call  this  a  full-scale 
reform,  because  I  think  it  is  a  full-scale  reform. 

It  is  a  reform  brought  about  by  building  on  the  existing  system 
rather  than  scrapping  the  existing  system  and  starting  all  over. 

I  have  deep  misgivings  about  the  idea  of  the  Federal  Government 
taking  over  the  health  care  system  of  everyone  in  this  Nation.  I  do 
believe  in  many  ways  it  could  be  a  lot  more  efficient. 

It  could  reduce  costs,  but  I  am  not  sure  the  quality  of  care  or  the 
satisfaction  of  people  in  this  country  will  be  there  if  the  Federal 
Government  runs  it. 

I  must  tell  you  that  the  Federal  Government  does  not  have  a  ter- 
rific track  record  in  running  some  of  these  programs  to  the  point 
where  we  would  feel  comfortable  that  it  all  ought  to  be  publicly  ad- 
ministered. 

I  think  as  well  it  is  politically  nonviable  to  talk  about  scrapping 
the  existing  system. 

I  think  a  lot  of  people  might  find  it  attractive  because  they  are 
not  thinking  the  issue  through,  but  I  think  a  lot  of  people  would 
like  to  have  the  Federal  Government  make  sure  they  have  health 
insurance  at  no  extra  cost  to  them  and  someone  else  will  pay  the 
billion.  It  doesn't  quite  work  out  that  way. 
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There  are  ways  to  use  this  employer-based  public  program 
system  combination  to  bring  about  some  of  the  reforms  that  seem 
attractive  in  a  single-payer  system. 

If  there  are  multiple  payers,  those  multiple  payers  can  be  coordi- 
nated in  terms  of  their  payments  toward  provided  care  in  a  way 
that  will  hold  down  cost. 

Some  analysts  have  even  suggested  multiple-payers  can  pay  into 
a  single  payer  that  would  then  disburse  the  funds  to  the  various 
providers  of  care  to  get  the  full  benefits  of  what  is  called  a  single 
benefit  system. 

I  don't  think  we  need  a  radical  reform,  nor  do  I  think  it  is  desira- 
ble, of  having  the  Federal  Government  take  over  health  care  in 
this  Nation  in  order  to  bring  about  the  major  reforms  that  we 
need,  which  are  to  make  sure  that  everyone  has  access  to  care  and 
to  hold  down  the  cost  of  care  for  those  who  do  have  insurance. 

The  Chairman.  On  the  issue  of  when  such  a  reform,  whether  it 
is  your  approach  or  others,  might,  in  fact,  occur,  w^hat  is  your  view? 

Is  it  something  that  has  to  be  part  of  the  debate  next  year  before 
we  take  any  action?  Is  that  your  sense  as  well? 

Mr.  Waxman.  My  sense  is  that  we  ought  to  start  grappling  with 
the  issue  of  setting  in  place  legislation  to  phase  in  the  reform  of 
our  health  care  system.  I  think  we  have  various  competing  propos- 
als. 

We  ought  to  try  to  see  if  they  can  be  reconciled.  We  need  to  get 
the  Members  of  Congress  not  just  to  debate  the  issue  in  an  abstract 
way — we  have  been  doing  that  for  30  years — but  to  start  grappling 
with  the  details  of  this  legislation  or  something  like  it  and  make 
fundamental  decisions. 

We  need  an  educational  effort  so  people  understand  what  is  at 
stake.  That  would  be  far  more  desirable  if  we  had  a  President  who 
would  undertake  that  educational  effort. 

But  since  the  Administration  is  not  taking  this  on  as  an  impor- 
tant priority,  then  Congress  should  take  on  this  effort  of  educating 
the  public  and  starting  to  make  the  fundamental  decisions  and 
tradeoffs  to  try  to  get  this  reform  moving. 

The  Chairman.  Have  you  had  discussions  with  Administration 
officials  about  the  various  reform  proposals? 

Mr.  Waxman.  I  really  have  not.  I  am  available. 

The  Chairman.  You  have  no  sense  of  where  the  Administration 
would  be  on  the  proposals  offered  the  Congress? 

Mr.  Waxman.  All  we  know  is  statements  from  the  Administra- 
tion that  they  are  against  increasing  Medicaid  or  an  employer- 
based  system  or  the  Canadian  system.  We  know  what  they  are 
against,  but  no  idea  what  they  are  for.  They  have  set  up  study 
groups  to  make  recommendations,  which  we  are  all  awaiting. 

The  Chairman.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

I  think  it  is  kind  of  a  cheap  shot,  frankly,  to  say,  "If  the  Presi- 
dent only  got  on  board,  these  things  would  happen." 

Presidents  of  both  parties  have  tried  to  do  these  things  over  the 
years — without  success. 

The  idea  of  an  employer  mandate  came  from  Richard  Nixon.  It 
was  not  unlike  your  proposal,  actually. 
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People  said  it  wasn't  enough,  it  wasn't  comprehensive  enough.  It 
didn't  happen. 

President  Carter  got  elected  on  a  platform  that  endorsed — and 
he  endorsed —  comprehensive  national  health  insurance.  He 
became  President  and  said,  ''Until  we  get  costs  under  control,  we 
shouldn't  move  ahead  with  this." 

I  really  don't  want  to  inject  an  air  of  partisanship  into  this.  But  I 
want  to  indicate  that  this  issue  is  far  more  complicated  than  saying 
if  the  President  would  only  do  it,  it  would  happen. 

A  lot  of  Presidents  as  far  back  as  Franklin  Roosevelt  and  Harry 
Truman  have  tried  to  move  this  Nation  in  the  area  of  health  care. 
In  certain  respects,  I  am  glad  they  failed. 

The  point  is  they  tried,  but  couldn't  move  the  system.  There 
were  other  things  going  on. 

I  want  to  congratulate  our  colleague  from  California  on  the  lead- 
ership he  has  given  in  the  health  care  field,  and  I  particularly 
want  to  call  attention  to  two  points  he  made  that  are  often  glossed 
over. 

The  first  is  that  it  is  going  to  cost  money.  The  GAO  makes  it 
sound  as  if  this  thing  is  going  to  come  free.  I  don't  happen  to  be- 
lieve that.  I  gather  the  gentleman  from  California  isn't  sure  about 
that  either. 

Recognizing  it  is  going  to  cost  money  and  putting  a  specific  fi- 
nancing proposal  on  the  table  moves  the  debate  forward.  I  con- 
gratulate the  gentleman  for  that. 

I  also  appreciate  and  agree  with  the  reservations  he  has  ex- 
pressed about  whether  in  the  end  the  Federal  plan  will  be  the  best. 

When  I  look  at  the  Federal  involvement  that  we  have  had  over 
the  years — and  in  particular  two  health  care  programs  that  have 
been  totally  federally  controlled,  as  far  back  as  200  years  or  so,  the 
Veterans'  Administration  and  the  Indian  Health  Service — I  have  to 
ask  myself:  Is  that  the  model  we  want  for  the  country  as  a  whole? 

Raising  that  question  is  not  to  criticize  these  services.  They  have 
budget  problems  at  the  Federal  level  as  well  as  the  other  levels. 
This  calls  into  serious  question  the  notion  that  if  the  Feds  get  into 
it,  there  will  be  adequate  money. 

I  guess  my  principle  question~I  do  have  a  question  for  the  gen- 
tleman— is  why  he  appears  to  be  hostile  to  the  idea  of  States  devel- 
oping their  own  plans. 

The  percent  of  uninsured  varies  enormously  from  State  to  State, 
California  has  about  20  percent;  Texas  about  25  percent.  The  abili- 
ty of  an  individual  State  to  cope  with  this — and  to  cope  with  it 
soon — would  seem  to  me  to  be  there,  at  least  once  this  economy 
turns  around. 

I  am  troubled  by  the  idea  that  we  should  in  any  way  discourage 
a  State  from  doing  what  it  wants  to  do.  I  don't  happen  to  think  the 
Massachusetts  plan  is  one  I  want  for  the  country  as  a  whole,  but  I 
hope  they  give  it  a  try,  to  see  if  it  works. 

I  was  visited  by  the  Health  Commissioner  in  the  State  of  Hawaii, 
and  they  have  had  a  pay-or-play  plan  since  1984.  Their  message 
was,  whatever  you  do  in  Washington  doesn't  stop  us  from  doing 
what  we  are  doing  in  Hawaii.  That  is  a  very  important  message.  I 
am  not  sure  why  that  shouldn't  apply  to  California  as  well. 
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Mr.  Waxman.  I  guess  the  point  should  be  perhaps  that  I 
shouldn't  criticize  any  chief  executive  who  is  trying  to  do  some- 
thing. 

In  defense  of  my  chief  point  about  the  Administration,  we  have 
had  Presidents  try,  and  this  issue  is  enormously  complex.  I  don't 
see  this  Administration  tr)dng  at  all,  and  the  problem  is  much 
worse  and  going  to  get  worse. 

My  hesitation  about  States  undertaking  this  effort  is  that  States 
vary  in  terms  of  their  ability — not  only  of  the  amount  of  the  prob- 
lem, but  their  ability  to  deal  with  the  problem. 

The  model  I  have  seen  for  variations  between  the  States  is  the 
way  they  handle  the  Medicaid  program. 

I  just  am  troubled  by  the  idea  that  in  one  State  a  child  will  have 
a  chance  for  health  care  as  defined  through  a  more  generous  Med- 
icaid package,  but  in  another  State,  a  more  stringent  Medicaid 
package  is  available  and  a  child  born  to  a  poor  family  wouldn't 
have  a  change  for  good  health  care  in  the  beginning.  So  I  think 
there  ought  to  be  some  kind  of  basic  uniformity. 

I  look  at  what  is  being  proposed  in  a  place  like  Oregon,  and  I 
find  that  troubling,  that  they  would  set  up  a  rationing  system  by 
opposing  rationing  on  the  lowest  income,  the  most  vulnerable  popu- 
lation. 

But  I  have  to  say  to  you  that  while  I  prefer  it  not  be  done  at  the 
State  level,  I  may  out  of  frustration  think  that  is  the  route  we 
ought  to  take,  although  I  think  it  is  going  to  be  a  lot  more  different 
and  our  problems  are  going  to  be  multiplied  if  we  have  too  many 
variations  of  how  States  handle  the  problem. 

Mr.  Gradison.  Let  me  ask  a  very  direct  question.  You  may  not 
be  in  a  position  to  answer  it,  but  if  your  own  State  were  moving 
toward  a  California  solution  in  the  next  couple  of  years,  would  you, 
in  principle,  object  to  their  doing  that  because  it  might  slow  down 
movement  to  a  Federal  system? 

Mr.  Waxman.  I  would  prefer  that  we  have  a  Federal  solution  to 
this  problem,  but  if  we  are  not  going  to  make  any  headway,  then  I 
would  be  more  sympathetic  to  my  own  State  and  other  States 
trying  to  act  on  their  own. 

That  would  require  some  important  changes  in  Federal  law,  es- 
pecially in  the  area  of  ERISA  health  care  coverage,  to  allow  the 
States  to  reach  those  plans. 

We  would  have  to  rethink  how  Medicaid  will  operate  and  I  would 
still  like  to  see  some  standardization  around  the  country  of  Medic- 
aid, even  if  States  run  their  own  health  insurance  and  build  on 
that  as  one  of  the  components  for  their  public  program. 

I  would  strongly  prefer  we  handle  this  at  the  Federal  level.  To 
me  it  makes  so  much  more  sense,  but  I  am  not  going  to  say  I  am 
adamant  on  it. 

The  Chairman.  The  time  of  the  gentleman  has  expired.  Mr. 
Guarini. 

Mr.  GuARiNi.  Thank  you  very  much,  Mr.  Chairman. 

I  wish  you  luck  in  your  endeavors  because  this  is  a  matter  in 
which  the  country  must  deal  with  before  the  health  care  services 
are  completely  out  of  control. 
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Do  I  understand  you  correctly,  that  the  payment  should  be 
through  the  employers,  but  the  Administration  and  management  of 
the  program  should  be  through  the  Federal  Government? 

Mr.  Waxman.  No.  My  suggestion,  based  on  this  Pepper  Commis- 
sion recommendation,  is  that  since  most  people  have  their  insur- 
ance through  their  jobs  at  the  present  time,  and  since  two-thirds  of 
the  uninsured  in  this  country  are  working  people  or  their  depend- 
ents, that  rather  than  have  the  Federal  Government  take  over  the 
whole  health  care  system,  we  build  on  the  employer  basis  that  we 
now  have  and  use  a  public  program  at  the  Federal  level  for  those 
who  are  not  going  to  be  covered  through  their  jobs. 

Now,  the  insurance  that  would  be  available  to  employees  and 
their  dependents  would  be  in  effective  a — minimum  benefits  would 
be  spelled  out,  both  for  the  public  and  the  private  plans,  but  others, 
it  would  be  pretty  much  the  existing  system,  where  employers,  em- 
ployees can  purchase  a  private  insurance  plan  for  those  that  would 
be  covered. 

Mr.  GuARiNi.  But  there  is  nothing  about  catastrophic  or  long- 
term  care  or  anything  resembling  such  care? 

Mr.  Waxman.  Long-term  care  is  another  issue  which  is  impor- 
tant to  discuss,  but  I  was  talking  now  about  the  access  to  acute 
care  and  how  we  can  get  that  available. 

The  Pepper  Commission  did  make  a  recommendation  on  long- 
term  care,  and  I  will  be  introducing  legislation  to  set  that  out  in 
place  as  well. 

I  think  they  have  a  very  sound  proposal  for  long-term  care,  and 
that  would  be  another  expensive  proposition  for  the  Federal  Gov- 
ernment, one  that  is  long  overdue,  to  keep  the  proposal  to  the  el- 
derly and  disabled  in  this  country,  not  to  leave  them  uncovered 
when  they  need  attention  for  chromic  

Mr.  GuARiNi.  So  you  would  keep  in  place  Medicaid  and  Medicare 
and  build  on  those  two  systems? 

Mr.  Waxman.  I  would  replace  the  Medicaid  system.  I  would 
leave  Medicare  in  place. 

I  would  replace  the  Medicaid  system  with  a  broader  public  pro- 
gram that  would  not  be  tied  to  welfare. 

Mr.  GuARiNi.  Is  there  any  prototype  of  the  program  you  are  sug- 
gesting in  Europe  or  any  industrialized  nation  that  has  experience 
from  which  we  can  draw  and  learn? 

Mr.  Waxman.  I  don't  want  to  draw  parallels  too  carefully. 

I  know  there  are  a  number  of  systems  around  the  world  that 
have  been  based  on  employer  systems,  Japan,  Germany,  Korea,  all 
have  built  their  national  health  insurance  programs  using  employ- 
er-based systems.  But  I  think  what  we  end  up  with  would  be  a 
uniquely  American  system. 

If  we  were  doing  a  health  care  system  from  scratch,  I  don't  think 
we  would  design  it  this  way,  but  since  we  already  have  a  system 
that  has  evolved  through  the  employer-employee  relationship,  I 
think  it  makes  more  sense  to  build  on  it  and  to  put  in  some  system 
that  filled  in  the  cracks  and  seal  up  the  problems. 

Mr.  GuARiNi.  Some  of  the  nagging  questions  that  have  really 
driven  the  costs  of  health  care  through  the  ceiling  have  been  ques- 
tions pertaining  to  malpractice,  administration,  and  paperwork  as 
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well  as  questions  regarding  the  the  high  costs  of  equipment  and 
pharmaceuticals. 

Those  are  the  kind  of  issues  that  really  have  driven  health  care 
costs  out  of  control,  according  to  some  people.  How  does  your  pro- 
gram address  these  problems? 

Mr.  Waxman.  Those  are  different  problems.  We  are  hoping  to 
deal  with  them  in  a  number  of  ways. 

One,  some  of  the  initiatives  the  Congress  has  enacted  that  Mr. 
Gradison  has  been  instrumental  in  authoring,  set  up  research  into 
appropriate  practice  patterns,  will  be  helpful  for  us  to  know  what 
is  the  appropriate  care  to  be  given. 

Right  now,  we  have  tremendous  variations  around  the  country 
for  which  we  get  reimbursement  in  terms  of  the  level  of  care, 
amount  of  care,  and  amount  of  services. 

This  will  help  us  deal  with  technology,  the  best  use  of  burgeon- 
ing technology,  which  is  driving  up  health  care  costs. 

The  malpractice  problem  is  a  very  real  one,  and  I  think  we  need 
to  deal  with  it  in  the  context  of  this  type  of  legislation,  although  I 
must  say  that  there  are  two  aspects  of  that  problem. 

One  is  the  premiums  for  malpractice  insurance;  and  the  model 
held  up  for  malpractice  reform  in  the  California  law.  That  has  held 
down  the  cost  of  malpractice  premiums  for  the  providers  of  care. 

The  other  side  of  the  problem  is  the  kind  of  care  that  is  given  in 
practice.  I  am  not  sure  that  has  made  a  difference  in  the  defensive 
medicine. 

A  lot  of  what  is  called  defensive  medicine,  I  think,  is  medicine 
that  is  practiced  because  technology  is  there  and  there  is  a  third 
party  to  pay  for  it,  as  opposed  to  just  simply  a  fear  of  lawsuits. 

So  the  problem  is  a  lot  more  complex,  and  it  is  the  orientation  of 
the  health  care  providers  to  use  whatever  is  available. 

That  is  why  those  practice  pattern  guidelines,  I  think,  will  be  so 
important  as  we  try  to  figure  out  what  the  appropriate  level  of 
care  is. 

Mr.  GuARiNi.  Mr.  Chair,  one  last  question.  Does  your  package  in- 
clude and  address  the  question  of  abuses  and  excesses  in  our  health 
care  system? 

Mr.  Waxman.  It  would  build  on  what  we  would  develop  in  the 
Medicare  area,  and  apply  it  to  private  insurance,  and  we  are  at  an 
early  stage  in  developing  the  answer  to  these  problems. 

Mr.  GuARiNi.  Thank  you. 

The  Chairman.  Mr.  McMillan. 

Mr.  McMillan.  Thank  you,  Mr.  Chairman,  and  thank  you,  Mr. 
Waxman,  for  coming  over  this  morning.  I  have  an  opening  state- 
ment. I  would  like  unanimous  consent  to  insert  it  in  the  record. 

The  Chairman.  Without  objection,  it  will  be  made  part  of  the 
record. 

[The  opening  statement  of  Mr.  McMillan  follows:] 

Opening  Statement  of  Hon.  J.  Alex  McMillan 

I  don't  want  to  take  a  lot  of  time  from  our  distinguished  colleagues  and  experts 
assembled  here  today  nor  do  I  want  to  seem  to  be  repetitious  in  my  comments  about 
the  state  of  health  care  in  America  today. 

But  I  do  want  to  let  our  panelists  know  that  I  am  intensely  eager  to  hear  from 
them  how  the  inherent  factors  that  are  driving  up  health  care  costs  can  be  reduced 
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from  within  the  existing  system  rather  than  only  focusing  on  ways  we  can  spend 
more  money  at  the  margins.  Our  problem  is  both  cost  and  accessibility.  To  focus 
only  on  needs  would  be  an  unmitigated  disaster,  in  my  opinion,  primarily  because 
we  have  a  window  opportunity  to  make  structural  reforms  at  the  heart  of  the 
matter  that  can  and  will  deflate  the  medical  cost  balloon.  The  key  to  meeting  unmet 
lies  in  controlling  unnecessary  costs. 

I  want  to  hear  the  thoughts  of  our  colleagues  and  panelists  on  how  we  can  arrest 
the  rising  costs  due  to  defensive  medical  practices,  malpractice  insurance,  excessive 
overhead,  excess  capacity,  purchase  of  new  technology  at  the  expense  of  amortized 
equipment,  and  yes,  the  cost  of  attending  the  needs  of  the  terminally  ill.  To  cast 
about  plans  for  universal  health  insurance  or  "play  or  pay"  mandates  without 
touching  any  of  the  underlying  cost-drivers  that  are  wilting  the  ability  of  the  Ameri- 
can medical  community  to  continue  to  provide  the  high  level  of  health  we  have 
come  to  expect  in  this  country,  would  be  a  travesty  at  worst  and  Pollyanna-ish  at 
best. 

I  hope  the  people  assembled  here  today  can  give  us  helpful  insight  into  solving  in 
a  creative  way  what  I  believe  has  become  America's  number  one  public  policy  prob- 
lem. If  we  just  gloss  over  the  issue  of  health  care  by  saying  we  need  to  spend  more 
when  the  United  States  is  already  the  highest  per  capita  health  spender  in  the 
world  and  do  nothing  to  fix  the  delivery  and  distribution  channels  in  our  health 
care  system,  we  will  have  totally  failed  to  accomplish  the  right  thing  for  the  coun- 
try. 

Mr.  McMillan.  Just  one  comment  on  the  politics  of  the  thing.  I 
think  the  gentleman  from  Ohio  has  recited  a  little  history  that  is 
instructive.  I  think  we  all  recognize  that  we  are  at  a  very  different 
crossroads  than  we  faced  before  with  respect  to  medical  care,  and 
the  opportunity  exists  here  to  address  this  issue  overriding  parti- 
san considerations,  because  the  problem  is  so  excruciating  that  it  is 
turning  some  people  who  have  been  liberal  on  the  issue  into  con- 
servatives, and  vice  versa. 

And  I  think  that  creates  an  opportunity.  I  tend  to  favor  those 
who  view  the  challenge  as  one  of  addressing  it  comprehensively, 
because  I  think  simply  dealing  with  it  in  an  add-on,  marginal  fash- 
ion is  simply  going  to  produce  more  of  the  same  and  not  resolve 
the  causes  of  the  problem. 

My  colleague  from  New  York,  Mr.  Guarini,  raised  some  of  the 
questions  with  respect  to  the  element  of  cost,  and  I  start  from  the 
proposition  that  we  are  spending  probably  20  percent  more  per 
capita  than  the  next  highest  nation  in  the  world,  which  is  Canada, 
which  many  use  as  a  parity  of  what  we  should  become. 

If  that  is  the  case,  and  I  don't  necessarily  buy  that  argument — 
and  we  are  spending  20  percent  more  per  capita — we  are  perhaps 
devoting  resources,  private  and  public,  to  medical  care  that  might 
meet  most  of  the  unmet  needs  that  exist  out  there. 

I  don't  know  that  that  is  true.  But  I  think  that  what  we  should 
do  should  be  given  that  as  at  least  a  possibility  so  that  we,  along 
with  addressing  the  unmet  needs,  at  the  same  time  address  the  fac- 
tors that  are  driving  costs  out  of  control. 

We  have  talked  about  them,  we  talked  about  them  this  morning. 
But  I  think  it  is  absolutely  essential  that  we  make  the  resolution  of 
those  problems  part  and  parcel  of  the  solution,  because  there  lies 
the  wherewithal  financially  to  deal  with  it. 

We  have  had  testimony  in  here,  some  of  it  is  disputed,  but  defen- 
sive health  care  cost  may  be  as  much  as  $150  billion  a  year.  Admit- 
tedly, it  is  difficult  to  define.  You  made  a  very  good  point.  Some  of 
it  may  not  be  done  simply  to  avoid  or  provide  a  basis  of  evidence 
on  the  case  of  future  liability. 
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Some  of  it  is  done  just  because  it  is  there,  like  a  lady  who  went 
into  the  hospital  in  my  district  with  a  headache  and  she  gets  CAT 
scan,  and  we  all  get  billed  $1,000.  No  one  said  take  a  couple  of  aspi- 
rin and  come  back  tomorrow,  and  we  will  see  if  your  headache  has 
persisted. 

We  need  to  bring  those  things  out.  And  if,  in  fact,  it  is  as  high  as 
20  percent,  which  some  hospitals  will  tell  you  is  the  case,  then  that 
is  an  enormous  amount  of  resources  that  are  available  to  meet 
unmet  needs.  We  have  had  a  study  done  that  indicates  that  the 
overhead  of  the  system  is  in  the  neighborhood  of  $100  billion  a 
year. 

Well,  the  manner  in  which  we  address  these  questions  has  a  lot 
to  do  with  the  level  of  that  overhead,  because  we  basically  built  an 
adversarial  claims  system,  whether  it  is  private  or  public,  and 
there  are  other  ways  to  go  about  that  that  can  dramatically  reduce 
the  amount  of  that  overhead.  That  should  be  considered. 

We  have  allowed  a  system  to  develop  that  has  redundant  sys- 
tems, both  in  terms  of  staff  and  fiscal  capacity.  And  our  antitrust 
laws  often  prohibit  coordination  that  might  reduce  some  of  that 
within  given  communities. 

That  needs  to  be  addressed.  We  have  had  testimony  here  that  50 
percent  of  Medicare  benefit  payments  this  year  will  go  to  5  percent 
of  the  beneficiaries  in  the  last  5  months  of  life.  No  one  wants  to 
deny  anyone  whatever  chance  they  have  to  make  a  significant  im- 
provement in  their  condition. 

But  there  are  a  lot  of  terminal  health  care  costs  that  don't.  We 
have  no  system  of  ethics  in  place  to  deal  with  that  in  an  honest 
fashion.  So,  I  would  simply  throw  that  out  as  a  general  challenge 
that  I  am  willing  to  try  to  abide  by  as  we  wrestle  with  this,  to  take 
these  factors  into  account  in  whatever  we  do. 

And  we  will  probably  disagree  on  the  solution,  but  whatever  we 
do,  let's  deal  with  the  things  that  are  driving  these  costs  out  of  con- 
trol. And  if  we  deal  with  those  successfully,  we  are  going  to  find 
our  solution  is  going  to  be  much  more  easy  to  come  by,  and  maybe 
at  no  incremental  cost. 

The  Chairman.  The  time  of  the  gentleman  has  expired,  but  if 
you  would  like  to  respond  

Mr.  Waxman.  I  think  you  have  raised  a  lot  of  good  points.  We 
need  to  figure  out  how  to  reduce  the  unnecessary  costs  in  our 
health  care  system,  the  unnecessary  expenditures. 

I  don't  think  there  are  easy  answers  to  it.  That  is  why  I  am  skep- 
tical of  the  GAO  report  and  others  who  say  that  we  don't  have  to 
spend  any  more  money  if  we  can  only  wring  out  the  unnecessary 
costs  in  the  existing  system.  We  need  to  try  to  accomplish  that. 

I  don't  think  we  have  a  way  to  do  it.  I  don't  think  we  have  a 
clear  idea  how  to  do  it  at  this  point.  The  point  that  I  would  reject 
is  that  the  only  way  to  do  that  is  to  have  the  Federal  Government 
take  over  the  health  care  system,  because  I  don't  know  that  the 
Federal  Government  particularly  is  the  most  effective  agency  in  ac- 
complishing the  efficiency. 

I  appreciate  your  point  about  these  are  not  partisan  issues,  they 
are  bipartisan.  We  work  together,  liberals  become  conservatives, 
conservatives  liberal;  I  have  a  feeling  you  have  moved  to  my  left  on 
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this  issue,  as  you  described  perhaps  finding  Government-run  health 
insurance  more  attractive. 

I  guess  all  that  points  out  is,  we  have  got  to  think  through  to- 
gether how  to  reduce  the  costs  in  the  system  that  are  not  well- 
spent,  without  destroying  the  quality  of  care  or  the  access  to  care, 
and  how  we  do  it  is  going  to  require  the  best  minds  of  Democrats 
and  Republicans. 

And  my  goading  of  the  Administration  is  to  try  to  get  them  in- 
volved, because  without  their  involvement,  they  have  very  little 
chance  of  us  accomplishing  what  we  need  to  accomplish  for  the  na- 
tional good. 

I  welcome  the  opportunity  to  work  with  you  on  our  own  Commit- 
tee as  well  as  the  Budget  Committee  on  these  issues. 
The  Chairman.  Mr.  Spratt. 

Mr.  Spratt.  I  have  no  further  questions  to  ask  you,  except  for 
one  clarification.  Is  the  public  insurance  plan  you  are  providing 
one  and  the  same  with  Medicaid? 

Mr.  Waxman.  It  would  replace  Medicaid,  and  Medicaid  would  be 
part  of  this  public  program.  The  public  program  ultimately  would 
be  a  program  that  employers  would  pay  their  employees  into  if 
they  chose  to  do  that,  and  we  cover  those  who  are  not  working  for 
whatever  reason,  and  would  then  be  covered  by  the  public  pro- 
gram. 

Mr.  Spratt.  And  the  State  share  of  the  Medicaid  program  would 
be  phased  out? 

Mr.  Waxman.  I  think  it  ought  to  be — yes,  that  would  be  my 
choice,  although  there  are  differences  in  opinion.  That  is  a  differ- 
ence of  opinion  I  had  with  the  Pepper  Commission. 

Mr.  Spratt.  So,  when  you  give  an  estimate  of  $24  billion,  does 
that  include  the  Federal  Government's  assumption  of  the  cost  of 
the  State  share? 

Mr.  Waxman.  I  think  that  $24  billion  has  an  assumption  that 
the  States  will  continue  to  pay  the  share  that  they  are  now  paying 
of  the  cost  for  the  public  program,  and  so  it  is  indexed  at  the  level 
at  which  they  are  now  paying  for  the  future,  so  they  would  still  be 
participating  in  the  financing  of  that. 

At  some  point,  I  would  like  to  see  the  State  costs  phased  out  and 
have  the  States  take  more  of  a  role  in  paying  for  the  long-term 
costs. 

Mr.  GuARiNi.  How  much  money  are  we  talking  about?  The  State 
share  in  Texas  of  Medicaid  is  50-50.  Medicaid  alone  is  somewhere 
in  the  vicinity  of  $100  billion.  What  is  the  figure? 

Mr.  Waxman.  $39  billion  for  Federal  and  State,  $25  billion  of 
which  would  be  State  cost.  Rather  than  shift  the  $25  billion  on— to 
the  Federal  Government,  we  would  continue  to  have  the  States 
participate  in  paying  for  that  public  program  at  the  level  at  which 
they  are  now  paying. 

Mr.  GuARiNi.  Thank  you. 

Mr.  Spratt.  So,  the  $25  billion  is  additive  to  the  $24  billion? 

Mr.  Waxman.  For  all  public  expenditures.  State  and  Federal. 

Mr.  Spratt.  What  would  be  the  public  percentage,  the  notional 
percentage  you  have  in  mind  now  for  the  subsidy  for  the  public 
health  plan? 
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In  other  words,  the  employer  will  pay  certain  percentage  of  the 
cost  through  enrolling  his  employee  in  the  plan,  what  would  the 
Federal  subsidy  be? 

Mr.  Waxman.  We  haven't  got  an  official  estimate,  but  what  re- 
spect is  a  $24  billion  Federal  cost  to  pay  for  the — our  share  of  that 
public  program.  Some  of  it,  of  course,  will  be  paid  for  by  employers 
who  buy  their  people  into  that  public  program,  and  some  will  be 
paid  for  by  State  contributions. 

Mr.  Spratt.  Do  you  start  out  the  program  with  a  dollar  amount 
rather  than  a  percentage  of  total  cost?  In  other  words,  is  the  Feder- 
al share  fixed  at  $24  billion  and  then  indexed  to  increase,  or  is  it 
some  total  percentage  of  the  program  cost? 

Mr.  Waxman.  First  of  all,  I  am  uneasy  using  the  $25  billion 
figure.  That  was  the  Commission's  estimate,  but  we  are  waiting  for 
a  more  official  estimate  of  the  Federal  cost.  That  Federal  cost  is 
going  to  have  to  be  determined  after  we  get  the  balance  between 
what  the  payroll  tax  level  would  be  that  would  draw  the  right  bal- 
ance between  employers  deciding  to  enroll  their  people  into  a 
public  plan  as  opposed  to  buying  private  insurance  for  them. 

There  has  to  be  some  balance,  so  you  don't  give  incentives  to  em- 
ployers to  drop  their  insurance  and  have  employees  go  into  the 
public  plan. 

Mr.  Spratt.  But  it  won't  be  a  prescriptive  percentage,  for  exam- 
ple, 25  percent  would  be  the  Federal  share? 
Mr.  Waxman.  No,  it  is  not  that. 

Mr.  GuARiNi.  Mr.  Chairman,  I  would  like  to  insert  in  the  record 
CBO  figiires  for  the  1991  Federal  outlays,  which  are:  $50.8  billion 
on  Medicaid;  State  outlays,  $38.3  billion,  which  is  a  total  of  $94.1 
billion,  closer  to  the  $100  billion  than  I  thought  it  was. 

Mr.  Waxman.  That  total  would  include,  I  think,  nursing  home 
costs  which  would  not  be  covered  under  the  acute  care  program. 

Mr.  GuARiNi.  Those  are  Medicaid  costs. 

Mr.  Waxman.  Half  of  Medicaid  now  does  for  nursing  home  costs. 

Mr.  GuARiNi.  But  the  total  cost  of  Medicaid  to  the  States  is  $38.3 
billion,  and  the  total  cost  to  the  Federal  Government  on  the  Medic- 
aid program  is  $50.8  billion,  and  just  as  a  footnote,  the  annual  rate 
of  growth  this  year  is  listed  at  23.7  percent.  I  just  thought  the 
record  should  reflect  that.  Thank  you. 

The  Chairman.  Mr.  McCrery. 

Mr.  McCrery.  I  have  no  questions,  Mr.  Chairman. 

The  Chairman.  Mr.  Stenholm. 

Mr.  Stenholm.  Mr.  Waxman,  explain  the  term  pay  or  play. 

Mr.  Waxman.  An  employer  would  either  provide  private  health 
insurance  for  their  employees,  which  would  probably  be  the  route 
that  the  larger  employer  would  take,  or  they  would  pay  into  a  fund 
to  cover  their  employees  in  this  public  program.  And  that  would  be 
a  fixed  amount  based  on  a  payroll  tax. 

They  would  know  the  maximum  level  of  their  costs  to  go  into  a 
public  program,  and  that  would  be  the  incentive,  one  way  or  the 
other,  either  to  put  their  people  on  the  public  program  or  to  pro- 
vide private  insurance  for  those  employees. 

Mr.  Stenholm.  So  ''play"  really  means  do  it  yourself;  ''pay" 
means  participate  in  the  Government  program,  "play"  means  pri- 
vate coverage?  Is  that  what  it  basically  means? 
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Mr.  Waxman.  Yes. 

Mr.  Stenholm.  Also,  I  am  a  little  curious  on  your  rationale.  You 
seem,  in  this  case,  to  be  saying  that  the  States  should  not  be  free  to 
provide  different  plans,  that  the  Federal  Government  ought  to  do 
it,  another  area  where  we  have  been  disagreeing,  or  I  find  myself 
in  agreement  with  you  this  morning,  and  it  scares  me,  I  am  not 
supposed  to  do  that  

Mr.  Waxman.  Take  two  aspirins  and  call  me  in  the  morning. 

Mr.  GuARiNi.  Lie  down  and  it  will  go  away. 

Mr.  Stenholm.  You  have  been  very  adamant  in  believing  every 
State  should  have  the  freedom  to  provide  whatever  environmental 
rules  and  regulations  they  might  want  to  have.  Why  are  the  States 
more  capable  of  doing  that  on  environmental  issues  but  not  capa- 
ble of  doing  it  in  the  area  of  health? 

Mr.  Waxman.  My  philosophy  is,  if  the  Federal  Government  is 
doing  the  job  of  setting  an  adequate  protection  for  everyone  in  the 
country,  either  to  protect  them  from  going  without  health  coverage 
or  access,  or  protect  them  from  environmental  problems,  then 
there  is  less  of  a  need  for  a  State  involvement. 

But  where  the  Federal  Government  has  failed,  such  as  in  the 
area  of  some  of  these  pesticide  protections — by  the  way,  I  am  sup- 
posed to  be  chairing  a  hearing  on  that  subject  at  this  moment — 
then  I  think  we  are  hard  put  to  say  to  the  States  they  can't  go  for- 
ward in  that  area. 

So,  for  example,  in  the  nutrition  labeling  bill,  once  we  establish 
uniformity  for  nutrition  information,  then  we  preempted  the  field. 
But  I  wouldn't  want  to  preempt  when  the  Federal  Government 
isn't  doing  the  job  adequately. 

Mr.  Stenholm.  I  have  some  more  questions,  but  I  don't  want  to 
keep  you  from  your  hearing. 

The  Chairman.  Mr.  Dannemeyer. 

Mr.  Dannemeyer.  It  is  a  pleasure  to  see  you  here  this  morning. 
Forty-nine  Governors  in  the  Union  have  sent  a  letter  to  Congress 
asking  Congress  to  stop  loading  up  Medicaid,  because  they  can't 
afford  it  anymore,  and  I  have  a  bill  that  is  ready  to  be  introduced 
in  response  to  the  program  put  up  by  49  Governors  of  this  Union 
that  will  give  a  little  relief  to  the  excessive  level  of  Medicaid  man- 
dates that  you  helped  establish  over  the  last  few  years. 

Would  you  be  willing  to  coauthor  that  legislation  with  me  and 
bring  a  little  relief  to  these  Governors  of  our  Union?  That  question 
can  be  answered  yes  or  no. 

Mr.  Waxman.  If  the  gentleman  will  permit,  I  might  consider  it, 
but  I  would  like  to  look  at  the  following:  I  would  like  to  recognize 
that  there  are  real  problems  that  need  to  be  met,  and  I  am  sympa- 
thetic to  the  State  burdens  on  these  Medicaid  costs. 

But  the  biggest  increase  in  Medicaid  expenditures  at  the  State 
level,  which  the  States  are  suffering  from,  are  the  larger  number  of 
people  that  are  going  on  Medicaid  programs  during  this  recession, 
and  the  increasing  health  care  costs. 

Those  are  the  big  problems,  not  the  Medicaid  mandates. 

Mr.  Dannemeyer.  Would  you  coauthor  my  bill? 

Mr.  Waxman.  Probably  not. 

Mr.  Dannemeyer.  To  carry  forward  with — well,  don't  you  believe 
that  one  of  the  principal  impediments  to  individuals  who  currently 
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do  not  have  health  insurance  around  the  States  of  the  Union,  this 
35  million  that  are  uninsured,  is  the  existence  of  State  mandates 
that,  for  all  practical  purposes,  provides  the  cost  of  basic  health 
coverage  beyond  the  ability  of  persons  of  lower  economic  status  to 
pay? 

Mr.  Waxman.  I  think  that  is  a  relatively  small  part  of  any  prob- 
lem of  providing  private  insurance  to  people.  The  bigger  problem  is 
that  private  insurors  are  not  spreading  the  risks  out  across  the 
board  in  the  population  base.  They  are  looking  to  exclude  people 
who  have  a  higher  risk  of  costing  them  money,  and  they  are  more 
anxious  to  insure  those  least  likely  to  be  sick. 

That  leaves  large  numbers  of  people  without  any  opportunity  for 
insurance  coverage.  That  is  a  big  problem  in  small  businesses,  to 
provide  

Mr.  Dannemeyer.  Let  me  cite,  by  way  of  contrast,  under  ERISA, 
when  employers  seek  to  be  self-insured,  they  can  bypass  State  man- 
dates, is  that  correct? 

Mr.  Waxman.  That  is  correct. 

Mr.  Dannemeyer.  Wouldn't  that  be  a  wise  policy  for  us  to  con- 
sider as  a  means  of  providing  a  low  cost,  basic,  no-frills  health  care 
policy  that  people  would  be  able  to  buy? 

Mr.  Waxman.  The  Pepper  Commission  did  recommend  the  elimi- 
nation of  the  States'  mandate  

Mr.  Dannemeyer.  Do  you  support  that? 

Mr.  Waxman.  For  private  insurance,  and  I  would  support  it  in 
that  broader  context  of  insurance  reform  along  with  the  mandate 
that  employers  pay  or  play  to  get  their  people  covered. 

Mr.  Dannemeyer.  The  growth  in  Medicaid  has  been  absolutely 
explosive.  For  example,  in  the  1982 — or  rather,  1980,  we  spent  a 
little  over  $14  billion.  That  is  the  Federal  share.  And  then,  as  Mr. 
Guarini  pointed  out,  in  1991,  we  are  spending  $51  billion.  That  is 
just  a  mind-boggling  growth  of  Medicaid  expenditures.  And  just 
going  back  to  1988  is  when  this  true  explosive  growth  began. 

In  1988,  the  Federal  Government  spent  $30.4  billion.  1989,  an  in- 
crease of  13.6  percent  at  $34.6  billion,  and  in  1990,  an  increase  of 
18.8  percent,  $41  billion;  and  in  1991,  an  increase  of  25  percent,  to 
$51.5  billion. 

We  have  had  witnesses  come  before  this  Committee  who  ob- 
served— in  fact,  it  was  a  representative  from  the  National  Gover- 
nors' Association,  that  your  leadership,  Mr.  Waxman,  is  responsible 
for  bringing  a  national  health  insurance  plan  by  the  back  door  by 
loading  up  on  Medicaid  expansions.  Do  you  agree  with  that  state- 
ment? 

Mr.  Waxman.  No,  I  don't  believe  that  is  an  accurate  statement.  I 
think  we  need  a  national  health  insurance  system,  but  I  don't 
think  it  ought  to  be  built  on  Medicaid.  In  fact,  I  think  Medicaid 
ought  to  be  replaced  by  a  public  program  that  is  much  sounder 
than  Medicaid. 

I  think  Medicaid  is  a  second-class  health  care  system.  It  is  better 
than  nothing  for  people  who  are  low  income,  but  it  is  not  the  ideal 
I  would  like  to  see  for  a  public  program  for  this  country. 

Mr.  Dannemeyer.  I  notice  a  point  that  Mr.  Stenholm  pointed 
out,  you  seem  to  believe  the  States  are  not  capable  of  working  up 
this  health  insurance  plan  for  their  people  living  in  those  States, 


18 


and  yet  looking  to  another  field  where  you  and  I  have  debated  over 
the  years,  namely  dealing  with  the  AIDS  epidemic,  in  that  area, 
you  are  a  strong  supporter  of  States'  rights,  that  States  should 
have  the  option  of  whether  or  not  they  want  to  enforce  reportabi- 
lity  for  HIV  carriers,  and  yet  you  say  that  instance,  that  is  a 
States'  right  issue.  I  am  puzzled  by  this  paradox  in  your  philoso- 
phy. 

Mr.  Waxman.  My  philosophy  is  not  to  be  one  way  or  the  other. 
My  philosophy  is  to  try  to  figure  out  who  best  can  do  the  job.  I 
think  in  some  cases  local  government  is  better  able  to  deal  with 
the  unique  problems  they  have. 

In  other  areas  such  as  health  care,  I  don't  like  the  idea  that  a 
child  born  in  the  State  of  Alabama  is  going  to  go  without  health 
care  because  he  is  not  at  the  very,  very  bottom  of  the  poverty  level, 
and  that  a  child  born  in  the  State  of  Michigan,  who  is  poor  but  not 
nearly  as  poor,  is  going  to  get  a  chance  at  a  start  in  life. 

In  those  circumstances,  there  ought  to  be  Federal-level  decision- 
making, and  in  other  cases,  local. 

The  Chairman.  The  time  of  the  gentleman  has  expired. 

If  you  could,  the  remaining  Members  could  kind  of  limit  them- 
selves on  questions,  we  would  appreciate  it,  because  Mr.  Waxman 
has  other  responsibilities  as  well.  Mrs.  Slaughter. 

Mrs.  Slaughter.  I  certainly  will  do  that. 

Mr.  Waxman,  you  are  a  hero  of  mine,  because  of  the  wonderful 
work  you  did  in  Budget  last  year,  making  it  possible  for  poor 
women  to  have  mammograms.  I  envy  you  in  a  way,  because  I 
always  thought  whoever  had  the  opportunity  in  Congress  to  over- 
haul this  whole  system  really  had  a  wonderful  chance  to  make  a 
difference  in  this  country,  and  the  way  we  do  health  care. 

I  don't  think  we  can  salvage  Medicare.  It  has  been  a  source  of 
irritation  and  aggravation  to  everyone,  provider  and  recipient 
alike.  I  watched  the  paperwork  alone  nearly  madden  my  father, 
who  had  never  owed  anybody  anything  in  his  life,  and  because 
Medicare  was  so  slow  in  paying,  the  hospital  would  threaten  to  dun 
his  house. 

In  the  State  of  New  York,  Medicare  will  pay  the  cost  of  acute 
care,  we  have  cost  containment  on  Medicaid  by  backing  people  up 
in  hospitals.  Up  to  300  patients  who  should  be  in  nursing  homes 
are  kept  in  the  hospitals. 

Mammograms,  again,  we  have  covered  women  over  65,  we  have 
capped  mammograms  for  poor  women  at  55,  a  preventive  measure, 
while  we  are  willing  to  pay  unlimited  cost  for  treatment  or  sur- 
gery, we  are  not  willing  to  pay  the  amount  of  money  for  women  to 
even  get  the  screening  procedure,  even  though  we  know  in  this 
country  it  is  a  disgrace  that  the  breast  cancer  incidence  goes  up, 
but  over  and  over  again,  we  see  that  sort  of  thing  where  we  are 
simply  doing  it  wrong. 

And  my  recommendation  would  be  not  to  try — we  are  going  to  do 
something  for  national  health,  not  to  try  to  save  this  system.  I 
don't  think  it  is  worth  it,  and  to  really  start  over  and  to  try  to  cut 
out  the  duplication.  No  question  that  too  many  Americans  are 
overtreated  and  too  many  are  undertreated. 
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And  we  need  to  level  that.  But  it  really  is— I  think  it  has  a  major 
overhaul,  cutting  out  duplication  and  cutting  out  that  insane  pa- 
perw^ork.  I  wish  you  well  in  that  regard. 

The  Chairman.  Mr.  Shays. 

Mr.  Shays.  Thank  you,  Mr.  Chairman. 

The  Committee  on  Government  Operations  has  been  holding 
hearings  on  the  work  done  by  GAO,  and  I  just  wonder  if  you  could 
respond  based  on  your  comment  that  we  shouldn't  scrap  the  exist- 
ing system. 

GAO,  it  seems  to  me,  is  saying  you  keep  the  existing  system  as  it 
relates  to  the  providers  of  health,  but  you  have  a  single  payor  and 
you  scrap  the  insurance  companies  and  the  extraordinary  variety 
of  programs. 

So,  it  seems  to  me  we  are  keeping  the  system,  we  are  just  decid- 
ing to  have  a  single  payor.  And  from  that,  their  explanation  is  that 
you  could  almost  cover  those  who  don't  have  coverage  right  now.  I 
just  wonder  if  you  could  comment  on  that. 

Mr.  Waxman.  I  am  skeptical  that  statement,  that  having  a 
single  payor  would  produce  such  dramatic  savings  that  we  can 
then  not  have  to  find  any  more  money.  But  let's  say  that  is  the 
case.  A  single  payor  doesn't  have  to  be  the  Federal  Government  as 
a  single  payor.  The  single  payor  can  be  the  result  of  multiple 
payors  of  health  care  coordinated  in  some  way,  or  even  focused  into 
what  will  be  then  a  single  payor  for  everybody  else. 

So,  there  are  ways  to  deal  with  that  without  saying  we  are  going 
to  drop  all  the  coverage  that  people  get  to  do  their  jobs  and  have 
the  coverage  only  through  the  Federal  Government  in  order  to 
bring  about  these  efficiencies. 

If  these  efficiencies  are  there,  and  many  of  them  are,  I  just  don't 
think  to  the  extent  GAO  outlines  them,  we  can  try  to  bring  about 
those  efficiencies  without  scrapping  the  existing  health  care  system 
and  moving  to  a  federally  run  program. 

Mr.  Shays.  Mr.  Chairman,  I  am  done.  Thank  you. 

The  Chairman.  We  have  less  than  5  minutes  left  to  the  vote.  Mr. 
Waxman,  thank  you  very  much  for  coming.  I  appreciate  your  testi- 
mony. We  will  reconvene  about  10:20  with  Mr.  Stark,  and  then  at 
10:30  with  Mr.  Mitchell.  Mr.  Stark  will  present  a  statement,  and 
we  will  hear  from  Senator  Mitchell  at  10:30.  That  is  the  schedule. 

After  Recess 

The  Chairman.  The  Budget  Committee  is  now  continuing  hear- 
ings with  regard  to  the  health  care  issue.  We  welcome  the  Majority 
Leader  of  the  United  States  Senate,  George  Mitchell,  to  the  Budget 
Committee. 

Senator  Mitchell,  what  we  are  basically  doing  with  the  Commit- 
tee is  a  number  of  oversight  hearings  to  try  to  begin  to  lay  the 
foundation  for  the  budget  for  1993  and  also  the  rest  of  the  1990's. 
Obviously,  health  care  is  a  principal  element  of  that  budget.  We 
are  anxious  to  hear  the  views  of  everyone  who  has  offered  an 
option,  so  we  can  take  it  into  consideration. 

Obviously,  because  of  your  position  and  the  bill  you  introduced, 
we  are  most  anxious  to  hear  your  views,  as  well.  We  welcome  you 
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here.  Thank  you  for  taking  the  time;  we  know  you  are  very  busy. 
We  will  try  to  limit  the  time  we  have  with  you. 

You  may  proceed  with  your  statement;  it  will  be  made  part  of 
the  record. 

STATEMENT  OF  HON.  GEORGE  J.  MITCHELL,  A  U.S.  SENATOR 
FROM  THE  STATE  OF  MAINE,  AND  SENATE  MAJORITY  LEADER 

Senator  Mitchell.  Thank  you  very  much,  Mr.  Chairman,  for  in- 
viting me  to  testify  at  this  hearing.  I  appreciate  the  opportunity 
you  and  other  Members  of  the  Committee  afford  for  discussion  of 
the  issue  and  the  legislation  which  I  just  introduced  in  the  Senate. 

The  quality  of  health  care  in  the  United  States  is  the  best  in  the 
world  for  those  who  can  afford  it  and  to  whom  it  is  available.  Un- 
fortunately, for  a  large  and  growing  number  of  Americans,  quality 
health  care  is  not  available  because  of  high  cost  and  the  lack  of 
health  insurance. 

The  legislation  I  have  just  introduced  is  the  culmination  of 
nearly  2  years  of  work  by  Members  of  the  Senate  Finance  and 
Labor  Committees  and  reflects  input  from  a  wide  range  of  knowl- 
edgeable persons,  including  health  care  providers,  insurers,  con- 
sumers, the  States,  and  many  others. 

The  proposal  is  the  first  of  a  two-part  strategy  to  address  the 
major  gaps  in  health  coverage  for  all  Americans.  The  second  part, 
coverage  for  long-term  care,  will  complete  our  efforts  to  assure  af- 
fordable, quality  care  for  all.  I  am  committed  to  enactment  of  a 
long-term  care  program  and  intend  to  introduce  legislation  to  ac- 
complish that  goal  in  the  near  future. 

Access  to  affordable,  quality  health  care  should  be  a  right  for  all 
Americans,  not  merely  a  luxury  for  those  who  happen  to  have  the 
money  to  buy  health  insurance.  As  many  as  37  million  Americans 
have  no  health  care  coverage,  according  to  some  estimates.  Millions 
more  have  insurance  coverage  which  is  not  adequate  to  protect 
them  from  the  costs  of  serious  illness. 

Furthermore,  the  rising  cost  of  health  insurance  threatens  cover- 
age for  many  who  are  currently  covered.  Nearly  1  million  Ameri- 
cans lose  their  health  insurance  coverage  each  year,  often  because 
their  employers  are  required  to  drop  coverage  because  of  rising 
costs. 

The  problem  of  the  uninsured  is  not  principally  a  problem  of  the 
poor,  contrary  to  widespread  and  common  belief;  70  percent  of  the 
uninsured  are  above  the  poverty  level.  Nor  is  the  lack  of  health  in- 
surance coverage  principally  a  problem  of  the  unemployed.  Two- 
thirds  of  the  uninsured  are  working  persons  or  their  dependents, 
whose  jobs  do  not  provide  what  was  once  considered  a  routine  bene- 
fit of  employment,  health  insurance. 

One-third  of  the  uninsured  are  children.  One  out  of  every  four 
children  in  the  United  States  is  not  covered  by  health  insurance. 

The  underlying  problem  in  our  Nation's  health  care  system  is 
the  rapidly  rising  costs,  which  is  eroding  the  foundation  of  the 
system  for  all  Americans  regardless  of  income.  We  must  find  a  way 
to  bring  health  care  costs  under  control,  or  we  risk  adding  millions 
more  to  the  numbers  of  the  uninsured,  and  then  face  a  true  nation- 
al crisis  of  health  care. 
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In  1990,  overall  in  this  country,  there  was  spent  $671  billion  on 
health  care,  approximately  12.2  percent  of  the  gross  national  prod- 
uct, up  from  $604  billion  and  11.6  percent  in  1989.  The  projections 
for  next  year  are  for  a  continuing  increase. 

Yet,  in  spite  of  the  tremendous  amount  of  money  spent  on  health 
care  and  our  Nation's  truly  spectacular  advances  in  medical  tech- 
nology and  treatment,  our  health  care  outcomes  compare  poorly 
with  many  other  industrialized  nations. 

In  infant  mortality  rates,  maternal  mortality  rates,  mortality 
rates  for  low-risk  and  high-risk  surgery,  life  expectancy,  in  each  of 
these  categories,  we  trail  other  nations,  and  in  some  we  are  way 
behind. 

I  believe  we  must  build  upon  the  existing  public-private  mix  in 
our  health  care  system,  which  asks  employers  to  provide  access  to 
health  care  for  their  employees  and  their  dependents. 

The  legislation  I  introduced  will  require  all  employers  to  either 
provide  private  health  insurance  to  their  employees  or  contribute 
to  a  public  program  which  will  provide  that  coverage.  The  program 
will  replace  the  existing  Medicaid  program  for  all  services  except 
long-term  care.  All  persons  not  eligible  for  employer-based  health 
insurance  will  be  eligible  to  receive  health  insurance  coverage 
through  the  new  program,  which  we  call  Ameri-Care. 

It  is  a  dramatic  new  public  program.  There  will  be  Federal 
standards  for  eligibility,  benefits,  and  reimbursement.  The  program 
will  be  administered  by  the  States. 

The  legislation  recognizes  the  special  problems  and  needs  of 
small  businesses.  It  provides  a  lengthy  phasein  period  and  financial 
assistance  to  small  business  in  the  form  of  tax  credits,  to  encourage 
them  to  participate  and  to  help  them  to  adjust  to  the  requirements 
of  the  legislation. 

If  this  legislation  is  to  accomplish  our  goal  of  providing  quality, 
affordable  health  care  for  all  Americans,  it  must  have  as  a  central 
feature  meaningful  cost-containment.  The  cost-containment  provi- 
sions included  in  the  bill  will,  we  believe,  result  in  significant  re- 
ductions in  the  rate  of  increases  which  have  occurred  and  are  oc- 
curring in  the  system. 

The  establishment  of  a  National  Health  Care  Expenditure  Board 
and  State  consortia  are  the  linchpin  of  the  cost-containment  provi- 
sions, which  are  estimated  by  one  study  will  save  nearly  $80  billion 
over  the  first  5  years  in  which  the  bill  is  in  operation. 

Let  me  repeat  and  emphasize  that  we  believe  that  enactment  of 
this  legislation  will  save  nearly  $80  billion  in  health  care  costs  over 
a  5-year  period. 

Mr.  Chairman,  some  argue  that  the  United  States  should  adopt  a 
national  Government  system  on  the  Canadian  model  of  national 
health  insurance.  Others  argue  that  tax  incentives  to  businesses, 
with  no  requirement  to  provide  coverage,  is  the  best  alternative. 
This  bill  represents  a  middle  ground  between  those  two  views.  It  is 
based  upon  our  own — our  American  customs,  traditions,  and  prac- 
tices. 

I  have  been  pleased  with  the  generally  positive  response  the  leg- 
islation has  received  from  a  wide  range  of  groups,  including  the 
American  Medical  Association,  the  American  Hospital  Association, 
the  Washington  Business  Group  on  Health,  and  the  National  Asso- 
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ciation  of  Manufacturers.  While  each  of  these  and  other  organiza- 
tions has  expressed  reservations  about  some  aspects  of  the  bill,  all 
have  expressed  their  general  support  and  enthusiasm  for  the  effort. 

Providers,  insurers,  and  consumers  alike  recognize  the  need  for 
action  now,  if  we  are  to  provide  meaningful,  affordable  health  care 
for  those  Americans  without  health  insurance,  and  to  protect  the 
access  to  insurance  for  millions  who  are  in  jeopardy  of  losing  their 
existing  employer-based  health  insurance,  because  of  rising  costs. 

Mr.  Chairman,  I  want  to  recognize  and  thank  for  their  efforts 
Senators  Kennedy,  Riegle,  Rockefeller,  and  Pryor,  each  of  whom 
brought  a  unique  perspective  and  commitment  to  the  drafting  of 
this  legislation. 

I  look  forward  to  working  with  my  colleagues  in  the  Senate  and 
with  you  and  others  here  in  the  House,  Mr.  Chairman,  to  enact 
meaningful  health  care  reform. 

I  want  to  repeat  something  I  said  on  the  day  we  introduced  this 
bill,  because  I  think  it  has  special  relevance  in  a  legislative  com- 
mittee. We  do  not  present  this  as  the  perfect  answer  to  the  prob- 
lem, as  the  only  answer  to  the  problem,  even,  necessarily,  as  the 
best  answer  to  the  problem.  We  present  it  as  one  answer,  which  we 
believe  to  be  a  serious,  thoughtful  effort  to  deal  with  the  problem. 

We  invite  constructive  criticism.  We  invite  alternative  proposals. 
We  are  attempting  to  bring  into  focus  the  debate  on  the  issue  and 
to  coalesce  the  many  divergent  interests  who  share  in  common  a 
desire  to  make  the  right  of  adequate  health  care  for  all  Americans 
a  reality. 

Mr.  Chairman,  thank  you  for  your  invitation  and  for  your  atten- 
tion. I  will  be  pleased  to  try  to  respond  to  any  questions.  I  have 
with  me  Christine  W^illiams  of  my  staff,  who  will  take  the  tough 
ones;  I  will  take  the  others. 

The  Chairman.  Thank  you  for  your  testimony  and  taking  the 
time  to  present  your  program  to  us.  Let  me  just  ask  a  couple  of 
very  quick  questions. 

First  of  all,  again  with  regard  to  the  cost  issue,  I  don't  know  if 
you  have  had  CBO  estimate  the  net  additional  costs  to  the  Federal 
Government,  but  do  you  know  that  number?  I  think  Henry 
Waxman,  who  testified  earlier  on  his  proposal,  which  is  somewhat 
similar — there  are  differences,  obviously — estimated  his  was  about 
$24  billion.  I  don't  know  if  you  have  a  cost  estimate. 

Senator  Mitchell.  In  the  first  year,  we  received  an  estimate  of 
approximately  $6  billion,  but  that  is  not  fully  phased  in.  We  are 
awaiting  the  results  of  an  estimate  from  the  CBO  of  the  first  year, 
fully  phased  in. 

The  only  comparison  we  have  is  that  a  Pepper  Commission  pro- 
posal, comparable  but  not  identical,  was  estimated  at  about  $14  bil- 
lion a  year.  We  think  that,  given  the  differences,  the  estimate 
might  be  a  little  higher  for  this  one  when  fully  phased  in. 

I  believe  it  will  be  less  than  the  figure  suggested  by  Representa- 
tive Waxman  for  the  other  legislation. 

The  Chairman.  Finally,  again  I  guess  the  question  is  from  your 
perspective  as  Leader  in  the  Senate,  do  you  expect  that  this  is 
going  to  be  something  that  will  have  to  be  debated  as  part  of  the 
Presidential  campaign,  before  Congress,  in  fact,  can  proceed  with 
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any  major  changes  in  the  health  care  program?  Do  you  expect  that 
it  is  something  we  could  proceed  with  in  this  session  of  Congress? 

Senator  Mitchell.  Mr.  Chairman,  I  don't  believe  that  meeting 
the  needs  of  American  families  in  health  care  should  be  related  to 
election  dates.  There  are  ongoing  tragedies  throughout  this  country 
that  are  unrelated  to  elections  and  election  dates.  I  hope  that  we 
can  have  a  constructive  debate. 

I  recognize  there  are  many  who  disagree  with  this  approach  and 
have  alternative  discussions.  We  invite  those.  We  specifically  invit- 
ed the  Administration  to  make  a  proposal. 

I  want  to  tell  you  about  a  visit  I  had  2  weeks  ago  to  Fargo,  ND.  I 
had  attended  health  care  forums  around  the  country.  While  in  that 
city,  I  was  invited  to  visit  a  local  children's  hospital,  St.  Luke's 
Children's  Hospital  in  Fargo,  ND,  a  regional  children's  hospital,  a 
fine  facility  serving  a  large  geographic  section  of  the  upper  Mid- 
west. 

The  attending  physician  took  me  first  to  meet  a  young  family, 
farm  family,  which  farmed  near  Fargo.  As  with  many  farm  fami- 
lies, the  income  is  seasonal  and  generally  down  in  the  winter.  They 
had  a  particularly  difficult  time  last  year.  So,  to  save  money,  to  get 
by  the  winter,  they  decided  to  suspend  payments  on  their  health 
insurance  coverage  for  a  few  months. 

As  you  might  expect  from  my  telling  the  story  and,  tragically, 
just  a  short  time  before  they  were  to  resume  paying  on  their  health 
insurance,  their  14-year-old  son  was  seriously  injured  in  an  auto- 
mobile accident.  He  has  what  doctors  now  believe  to  be  permanent 
brain  damage. 

His  hospital  bill  is  already  in  the  tens  of  thousands,  will  soon 
reach  the  hundreds  of  thousands,  and  probably  reach  the  millions. 
They  were  without  health  insurance  coverage.  Of  course,  this  is  to- 
tally beyond  their  capacity  to  deal  with. 

In  the  very  next  room,  we  met  a  young  boy  of  2V2  years  of  age 
and  his  mother.  The  boy  has  never  spent  a  moment  of  his  life  out- 
side the  hospital;  every  living  moment  in  2V2  years  he  spends — has 
been  spent  inside  the  hospital  at  a  cost  of  about  $1,500  a  day — com- 
pletely beyond  the  capacity  of  the  family  to  deal  with  it. 

Mr.  Chairman,  if  these  were  isolated  cases,  we  would  feel  the 
need  for  compassion  for  the  families,  but  not  feel  the  need  to  legis- 
late nationally,  based  on  one  or  two  instances.  But  what  every 
Member  of  this  Committee  knows,  every  person  in  this  room 
knows,  these  are  not  isolated  instances.  These  instances,  these  ex- 
amples occur  in  every  State,  in  virtually  every  community  in  the 
country. 

It  seems  to  me  that  the  agenda  of  the  Congress  must  be  the 
agenda  of  the  American  family.  American  families  are  deeply  con- 
cerned about  health  care  costs,  I  emphasize,  not  only  those  who  are 
without  health  insurance;  it  is  a  source  of  enormous  anxiety  and 
fear  among  American  families,  virtually  all,  regardless  of  incom^e, 
except  for  a  very  small  number  of  Americans  who  can  live  secure 
in  this  circumstance.  So  I  hope  we  can  act  as  soon  as  possible. 

Mr.  Chairman,  I  would  like  to  comment  further  on  the  cost — the 
question  you  addressed.  The  question  you  ask  is  appropriate.  It  is 
always  the  first  question.  But  I  hope  we  will  also  focus  on  the  ag- 
gregate savings.  We  are  spending  money  as  a  society  far  more  than 
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is  necessary,  in  my  judgment,  and  far  more  than  we  can  afford, 
and  we  simply  cannot  continue  this  upward  spiral. 

So  while  focusing  on  the  public  portion  of  the  program,  the  costs 
of  the  public  portion  of  the  program  are  appropriate  and  especially 
relevant  to  legislative  bodies,  we  also  have  to  look  at  the  aggregate 
savings.  We  have  at  least  one  study  from  a  respected  analyst  which 
suggests  that  this  will  save,  overall,  approximately  $80  billion  over 
5  years. 

The  Chairman.  Thank  you.  Mr.  Gradison. 

Mr.  Gradison.  Mr.  Chairman,  I  want  to  thank  the  distinguished 
Leader  for  being  with  us  and  to  congratulate  him  and  his  Demo- 
cratic colleagues  for  developing  this  comprehensive  plan.  One  can, 
as  I  do,  disagree  with  the  conclusions  and  still  have  enormous  re- 
spect, as  I  do,  for  what  is  involved  in  putting  together  such  a  plan. 

I  don't  think  it  is  accidental  it  took  several  years  to  develop  this 
plan.  It  is  not  an  easy  thing  to  do.  Those  of  us  who  have  been  in- 
volved in  trying  to  do  it  on  our  own  or  in  other  contexts — I  was  the 
Vice  Chairman  of  the  Pepper  Commission — know  the  difficulty 
there  is. 

One  of  the  things  hampering  us  from  action  has  been  a  sense 
that  everybody's  second  choice  is  to  do  nothing.  The  tone  with 
which  the  Leader  has  presented  this  plan  is  one  I  deeply  respect, 
which  is:  This  is  our  best  shot.  You  believe  in  it,  of  course,  but 
there  may  be  room  for  conversation  and  change  and  compromise. 

I  did  have  one  very  narrow  question  I  wanted  to  make  sure  I  un- 
derstand. 

The  emphasis  in  talking  about  the  plan  is  on  the  employer  pay, 
that  is,  the  employer  mandate.  Am  I  correct,  in  effect,  that  there  is 
a  mandate  on  the  individual,  as  well,  up  to  20  percent,  so  that  in  a 
sense  if  that  farmer  had  a  way  to  get  somebody  to  pay  the  80  per- 
cent, he  would  still  have  been  required  to  come  up  with  the  20  per- 
cent, even  in  the  bad  months? 

Senator  Mitchell.  Yes,  sir. 

Mr.  Gradison.  Thank  you  very  much. 

Senator  Mitchell.  Let  me  say,  if  I  might  comment  in  response  to 
that,  it  is  literally  true,  and  we  know  especially  who  are  involved 
in  legislation,  that  the  solution  to  every  human  problem  contains 
within  it  the  seeds  of  a  new  problem.  That  is  the  dynamics  of 
change  within  human  societies. 

Many  years  ago,  not  by  any  grand  plan  or  design  to  meet  what 
was,  in  fact,  an  unmet  need  in  our  society,  we  began  a  process 
which  has  resulted  in  the  separation  of  the  payment  for  health 
care  from  the  receipt  of  health  care  services.  That  has  met,  to  some 
degree,  what  was  an  unmet  need;  but  it  has,  at  the  same  time,  cre- 
ated overutilization  and  a  problem  of  attitude  with  respect  to  the 
quantity  of  health  care  services. 

Consider  this  fact:  In  ours  and  every  developed  society,  there  has 
grown,  in  recent  years,  a  very  large  industry  based  upon  the  simple 
premise  that  a  person  who  can  defer  the  payment  for  a  good  or 
service  will  purchase  more  of  those  goods  or  services.  I  confidently 
predict  that  almost  everyone  in  this  room  has  one  or  more  credit 
cards  in  their  pocket.  It  is  a  large  and  very  successful  industry, 
which  operates  on  that  simple  premise:  If  we  can  defer  payment, 
we  will  buy  more  of  things.  In  fact,  we  do. 
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Imagine,  then,  the  effect  on  attitude  if  another  person  believes 
that  they  do  not  have  to  pay  at  all.  If  their  attitude  is,  I  am  not 
paying  anything  for  this,  we  readily,  of  course,  are  prepared  to  pur- 
chase more. 

To  some  extent — and  it  ought  not  to  be  exaggerated,  but  to  some 
extent,  that  is  a  factor  in  overutilization  and  the  volume  of  services 
provided  today. 

Now,  the  CBO  tells  us  that  it  will  require  enormous  corrective 
effort  to  produce  a  very  small  benefit.  That  may  be  so.  But  I  think 
we  have  to  begin  to  change  attitudes  and  convince  every  American 
that  they  are  paying,  because,  in  fact,  they  are.  I  believe  that  the 
principle  of  participation  to  the  extent  possible,  given  levels  of 
income,  must  be  implemented. 

We  do  provide — I  should  say  that  below  the  poverty  level,  the 
cost  of  the  insurance  is  fully  subsidized.  Beyond  that,  we  provide  a 
sliding  scale  up  to  double  the  level  of  poverty  for  health  insurance 
coverage. 

On  the  question  of  attitude  toward  this  approach,  I  can  only  say 
that  having  gone  through  this  process,  there  are  many  close  and 
difficult  judgments  to  make,  over  which  we  spent  long  hours  delib- 
erating. As  we  know  in  our  daily  work,  if  you  have  to  make  a  close 
call,  you  cannot  confidently  and  certainly  say  that  someone  who 
disagrees  is  wrong;  but  what  you  can  say  is,  these  are  the  facts, 
this  is  the  evidence,  this  is  the  side  on  which  I  came  down,  let  us 
hear  from  those  who  hold  a  contrary  view. 

The  Chairman.  Thank  you,  Mr.  Leader. 

We  know  you  have  constraints  on  time.  Does  any  other  Member 
have  a  question  for  Senator  Mitchell?  Mr.  Santorum. 
Mr.  Santorum.  I  would  like  to  follow  up. 

I  go  to  a  lot  of  town  meetings.  They  say,  when  are  you  going  to 
do  something  about  health  care?  I  think  the  Chairman  hit  on  a 
good  point.  I  don't  hear  any  consensus  of  what  is  happening  with 
health  care  in  the  Congress. 

I  know  we  should  not  consider  problems  based  on  election  pres- 
sures, but  I  think  the  Chairman  points  up  a  very  appropriate 
thing,  which  is,  we  need  a  national  debate  on  this. 

I  appreciate  what  you  are  doing  here.  I  think  it  is  appropriate 
that  you  do  that.  But  my  sense  is  that  we  are  not  going  to  see  any 
health  care  reform  in  this  Congress;  we  are  going  to  need  some  sort 
of  national  debate. 

I  would  like  your  comment  more  directly  as  to  whether  you 
think  that  is  the  case  or  whether  you  think  it  is  going  to  happen 
this  year. 

Senator  Mitchell.  I  cannot  say  this  year.  I  am  going  to  try  as 
hard  as  I  can  to  make  something  happen  this  Congress. 

I  agree,  there  ought  to  be  a  national  debate.  That  is  one  of  the 
principal  reasons  why  we  advanced  this  proposal,  to  attempt  to 
create  a  specific  context  within  which  a  debate  can  occur. 

I  believe  your  comment  about  the  lack  of  consensus  for  a  solution 
is  exactly  right.  There  is  a  widespread  consensus  that  a  problem 
exists.  There  is  a  deep  and  growing  concern  about  the  effect  of  the 
problem.  But  there  is  not  a  consensus  on  a  solution.  That  is  really 
what  we  need  to  do.  That  is  the  effort  here. 
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It  may  be  that  it  will  take  the  decade  it  took  Medicare  or  the  9 
years  it  took  to  get  the  Clean  Air  bill  passed.  That  happens  in  our 
society.  I  cannot,  with  any  certainty,  predict  the  point  at  which 
public  attitudes  will  coalesce  and  compel  the  Congress  to  act. 

But  I  do  believe  that  it  is  possible  that  it  can  be  done,  and  I  hope 
will  done  in  this  Congress.  I  am  going  to  do  all  I  can  to  see  that  it 
does. 

Mr.  Santorum.  I  don't  mean  to  take  up  all  your  time.  What  do 
you  think  will  cause  it?  Everyone  says  we  have  a  crisis  now.  There 
is  recognition  in  the  public  there  is  a  crisis  now. 

What  one  thing  or  things  will  move  as  to  action? 

Senator  Mitchell.  I  don't  believe  in  the  process  by  which  democ- 
racies act,  that  there  are  frequently  specific  single  traumatic 
events  which  cause  legislation.  That  does  happen  from  time  to 
time. 

I  think  on  something  like  this  it  gives  just  another  growth  in 
public  awareness,  public  concern,  and  the  number  of  people  who 
are  directly  affected  by  the  problem. 

You  see,  the  significance  of  the  two  children  in  Fargo,  ND,  is 
that  every  audience  with  whom  I  have  spoken — and  there  have 
been  many  in  which  I  have  told  that  story — 15,  20,  30  people  come 
up  and  say  afterward,  my  neighbor  had  a  similar  situation,  some- 
one down  the  street,  a  relative,  a  family  member. 

I  think  as  the  problem  becomes  more  pervasive  throughout  our 
society,  the  public  demand  for  it  arises.  I  cannot  say  to  you  when 
the  line  will  be  crossed  at  which  action  will  become  inevitable.  I 
hope  it  is  in  this  Congress.  I  intend  to  do  all  I  appropriately  can  to 
make  that  occur.  I  understand  the  contrary  point  of  view  which 
suggests  it  may  take  time  beyond  that. 

I  hope  that  that  is  not  the  case.  We  are  just  going  to  press  for- 
ward as  best  we  can. 

Mr.  Santorum.  Thank  you  for  the  time,  Mr.  Chairman. 

The  Chairman.  Mr.  McCrery. 

Mr.  McCrery.  Mr.  Leader,  forgive  me,  I  was  not  here  for  your 
remarks  in  chief. 

The  remarks  that  you  made  just  prior  to  Mr.  Santorum's  ques- 
tion about  over  utilization  of  the  system,  due  to  third  party  payers, 
so  forth,  sounds  a  lot  like  the  Heritage  Foundation  study.  Are  you 
familiar  with  that  study?  Is  that  what  you  are  talking  about  basi- 
cally? 

Senator  Mitchell.  No.  I  think  they  were  quoting  me. 

Mr.  McCrery.  Is  that  right?  I  wasn't  aware  of  that,  that  you 
came  up  with  the  idea  first. 

Senator  Mitchell.  Personally,  I  am  not  familiar  with  that  par- 
ticular study.  I  read  many  of  their  reports  because  I  find  them  to 
be  very  informative  and  instructive,  frankly,  although  I  do  not 
agree  with  many  of  the  conclusions.  I  think  they  are  generally 
well-researched  and  well-written  reports. 

Mr.  McCrery.  I  happen  to  agree  with  that  facet  of  their  study 
and  with  the  remarks  that  you  made.  I  am  wondering  how  your 
plan  addresses  that.  Can  you  just  sum  it  up? 

Senator  Mitchell.  It  provides  for  copayments  and  deductibles. 
Participation  is  in  the  payment  for  the  health  insurance  coverage 
for  all  persons  whose  incomes  are  above  the  poverty  level. 
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The  cost  of  the  health  insurance  for  persons  not  covered  through 
employment  is  fully  paid  under  the  public  program  for  persons 
whose  incomes  are  below  the  poverty  line.  Those  from  the  poverty 
line  to  double  poverty,  there  is  a  sliding  scale  in  which  benefici- 
aries must  participate.  Above  double,  they  are  fully  responsible. 

Mr.  McCrery.  What  is  your  basic  plan?  Is  it  front-loaded?  Does  it 
have  first  dollar  costs  involved?  How  do  you  provide  for  the  basic 
plan? 

Senator  Mitchell.  Well,  we  provide  a  specified  basic  package  of 
benefits  that  will  be  provided.  I  will  just  tick  them  off.  They  are 
very  brief:  hospital  services,  physician  services,  diagnostic  and 
screening  tests,  limited  mental  health  benefits,  prenatal  and  well- 
baby  care  and  some  health  benefits  including  mammograms,  pap 
smears  and  well  child  care. 

Cost-sharing  will  be  required  and  I  will  just  give  briefly  as  fol- 
lows: Deductibles  of  $250  per  single  person,  $500  for  family;  50  per- 
cent copay  for  outpatient  mental  health  benefits;  and  wage-related 
cost-sharing  may  be  used  as  an  alternative.  So  there  are  specific  de- 
ductibles, copayment  provisions  in  an  effort  to  create  an  awareness 
that  everyone  participates  in  the  costs  which  is,  unfortunately,  not 
an  attitude  that  is  widespread  today. 

Mr.  McCrery.  Thank  you  for  that  explanation. 

I  think  you  are  on  the  right  track.  I  think  we  may  need  to  go 
further. 

The  Chairman.  Mr.  Shays. 

Mr.  Shays.  You  are  an  expert  witness.  Frankly,  you  know  so 
much  about  this  issue.  In  addition,  you  have  the  added  advantage 
that  you  are  a  tremendous  power  in  this  institution.  I  would  love  to 
be  able  to  ask  you  a  few  questions  and  also  to  say  Norwalk,  CT, 
appreciated  your  visit  a  few  weeks  ago. 

Senator  Mitchell.  Thank  you.  We  had  a  nice  time.  I  appreciated 
the  opportunity  to  visit  with  you  there. 

Mr.  Shays.  It  seems  to  me  we  are  going  to  have  universal  cover- 
age in  part  because  people  used  to  say  we  couldn't  afford  universal 
coverage.  Now,  we  are  saying  we  cannot  afford  not  to  have  it. 

You  have  the  $30  million  who  have  no  insurance;  a  like  number 
underinsured.  You  have  individuals  that  have  no  insurance  and 
trying  to  get  it  at  a  cost  they  can  afford.  Small  businessmen  who 
have  traditionally  been  against  those  are  saying  if  they  have  to 
provide  it  to  their  employees,  they  can't  afford  it. 

What  is  interesting  to  me  are  the  corporate  presidents  coming  to 
me  and  saying  the  costs  of  their  product  overseas  are  just  too  high 
because  of  the  health  care  element,  cost  element.  I  see  us  moving 
in  that  direction. 

Now,  my  concern  is  that  this  is  the  one  area  in  this  country  that 
when  I,  as  a  Congressman,  ask  people  to  come  in,  they  don't  have 
an  answer.  They  have  suggestions.  Nobody  has  a  great  answer  they 
are  confident  in. 

So  my  concern  is  that  if  we  move  in  that  direction,  in  the  process 
we  are  going  to  screw  it  up.  I  guess  the  process  has  to  be  that  we 
debate  it  and  come  to  a  conclusion.  It  seems  to  me  as  I  have  argued 
it,  we  have  to  decide  the  question,  whether  we  scrap  the  system 
and  go  to  a  Canadian  system  in  the  sense  we  scrap  the  payment 
side  of  it  but  keep  what  we  have — the  doctors,  the  hospitals — all 
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the  same.  That  is  one  issue;  or  whether  we  build  on  the  present 
system,  and  have  many  insurance  companies  involved. 

It  seems  to  me  one  way  you  make  savings  is  to  have  a  single 
payer.  But  the  downside — is  that  a  service  that  is  free  is  over  uti- 
lized. So  what  I  would  like  about  what  you  are  doing  is  the  copay- 
ment,  even  if  it  is  a  small  copayment.  That  brings  in  the  whole  ele- 
ment of  lots  of  paperwork,  so  we  do  not  make  the  savings. 

So  I  guess  the  question  is,  you  mentioned  you  looked  at  all  these 
tradeoffs.  In  your  judgment,  was  the  copayment  aspect  important 
and  a  bigger  benefit  in  terms  of  cost  savings  than  simply  not 
having  the  paperw^ork,  and  if  you  went  to  a  hospital,  you  went  to  a 
doctor,  you  were  covered,  plain  and  simple;  you  gave  him  the  card, 
you  walked  out? 

Senator  Mitchell.  No,  it  is  not  as  significant  a  factor  as  the 
other  one.  But  I  think  it  is  an  important  factor  in  changing  atti- 
tudes in  saving  costs  over  the  long  run. 

I  believe  that  the  most  significant  cost  control  mechanisms  in 
this  legislation  is  the  establishment  of  a  national  health  care  ex- 
penditure board  which  would  set  national  goals  both  aggregate  and 
in  sectors  and  State-by-State  and  then  the  legal  authority  for 
States  to  establish  insurance  purchasing  consortia  which  would  at 
a  minimum  be  required  to  enroll  insurance  companies  with  a  small 
share  in  the  market  to  participate  in  a  single  payer  system  for  the 
purpose  of  reducing  administrative  costs. 

The  States  would  have  additional  optional  authority,  but  that  is 
the  way  in  which  I  believe  we  can  save  money. 

On  the  earlier  question — which  is  really  the  fundamental  ques- 
tion that  our  society  faces — should  we  move  to  a  national  system 
along  the  Canadian  or  other  type? 

First,  of  course,  it  has  been  noted  often  we  are  only  one  of  two 
industrialized  nations  without  a  Government  national  health  insur- 
ance system.  But  when  you  get  beyond  the  labels,  you  find  that  al- 
though the  other  countries  all  have  in  common  a  Government 
system,  they  are  not  all  the  same. 

The  Canadian  system  is  very  different  from  the  British.  Both  are 
very  different  from  the  West  German  system.  What  you  find  is 
that  in  each  society,  the  system  has  developed  out  of  the  customs 
and  practices  and  traditions  of  that  particular  society. 

In  our  society,  insurance  has  been  the  principal  means  of  assur- 
ing adequate  health  care  access  and  the  principal  means  of  provid- 
ing insurance  has  been  through  employment. 

I  believe  that  the  political  feasibility  of  now  at  this  point  in  histo- 
ry going  to  a  fully  national  system  such  as  the  Canadian  system  is 
so  relatively  low  that  I  would  prefer  to  concentrate  my  efforts  and 
energies  on  that,  but  to  seek  something  which  I  believe  to  be  con- 
sistent with  our  practices  and  yet  attainable  and  meaningful. 

I  want  to  say  to  you  that  that  is  not  a  popular  view  in  my  State. 
I  have  been  fortunate  to  have  been  elected  twice  in  my  State  by 
substantial  margins,  but  there  are  two  occasions  on  which  I  am 
always  booed  by  Maine  audiences.  One  is  when  I  speak  at  high 
schools  and  state  my  position  in  favor  of  longer  school  days  and 
years;  and  the  second  is  at  every  single  town  meeting,  where 
people  get  up  and  demand  that  we  adopt  a  Canadian-style  system 
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which  I  say  I  don't  favor  that.  The  national  figure  is  70  percent  of 
Americans  would  favor  it. 

In  my  State,  perhaps  because  of  our  proximity  to  Canada  and 
frequent  exchange  of  citizens  back  and  forth  and  thereby  greater 
familiarity  with  this  system,  it  is  much  higher  than  that. 

But  I  don't  think  it  is  feasible.  I  don't  think  we  could  pass  it.  I 
don't  think  the  President  would  sign  it.  Therefore,  one  must  decide, 
as  we  all  do,  we  only  have  a  certain  amount  of  energy,  effort 
within  us,  how  are  we  going  to  concentrate? 

I  think  this  is  the  way  to  go  now.  I  say  this,  and  I  said  this  to 
every  provider  with  whom  I  have  talked,  and  I  have  talked  to  hun- 
dreds of  them.  Those  who  have  a  stake  in  the  current  American 
system  must  participate  in  reforming  it.  I  believe  if  we  do  not 
make  this  kind  of,  and  I  emphasize  this  kind  of,  not  this  particular 
kind  of  bill,  change  of  this  order  and  magnitude,  then  the  national 
tide  in  favor  of  a  Canadian  or  other  style  system  will  become  over- 
whelming. Not  this  year,  not  next  year,  but  I  say  to  you  within  the 
lifetime  and  Congressional  careers  of  most  of  the  people  in  this 
room.  Probably  by  the  end  of  this  century. 

The  only  thing  holding  back  the  American  people  now  is  70  per- 
cent want  a  national  system,  80  percent  don't  want  to  pay  any 
taxes  to  finance  it.  But  when  they  figure  out  that  premiums  are 
taxes  and  they  are  functionally  interchangeable  and  that  they  can 
actually  reduce  their  aggregate  cost  by  participating  in  a  national 
system,  the  70  figure  will  go  to  97  percent. 

So  I  think  this  is  the  best  course  to  take  now.  I  recognize  there 
are  valid,  indeed  some  compelling  reasons  for  the  two  alternatives, 
one  going  all  the  way  to  a  nationalized  Canadian  system,  the  other 
to  do  nothing.  I  think  the  do  nothing  one  is  the  least  compelling 
one  of  all.  I  think  we  have  to  do  at  least  this  much. 

Mr.  Shays.  If  we  are  looking  at  a  single  payer,  the  low  end  of  the 
savings  was  $34  million.  The  high  end  of  the  savings  was  $67  mil- 
lion. That  is  really  what  GAO  said. 

I  am  just  wondering  if  you  are  comfortable  with  that,  if  you  are 
comfortable  with  those  statistics,  if  there  would  be  that  savings? 

I  guess  the  point  is  the  explanation  that  GAO  made  when  they 
came  before  Government  Operations  Committee  was  you  can  basi- 
cally fund  all  the  uninsured  by  the  savings  you  would  make  by  the 
single  payer. 

Senator  Mitchell.  Yes.  We  provide  single  payer  at  the  State 
level.  Now,  I  don't  think  that  the  savings  in  the  aggregate  would  be 
as  great  as  a  national  system  and  the  GAO,  I  assume  you  are  refer- 
ring to  their  study,  the — what  we  can  learn  from  the  Canadian 
system,  I  think,  was  the  subject  of  the  study. 

I  think  it  is  a  valid  study.  I  think  we  could  achieve  significant 
savings  in  that.  For  example,  the  question  is  whether  as  a  policy 
matter  that  is  the  manner  in  which  we  want  to  achieve  those  sav- 
ings. There  are  many  things  we  could  do  here  to  save  money  we 
reject  on  policy  grounds.  I  think  that  that  may  be  the  case  there  as 
well. 

I  think  there  is  much  to  be  said  for  the  Canadian  system.  I  want 
to  say  that.  It  certainly  suits  the  Canadians  well.  No  Canadian  po- 
litical party  or  elected  official  would  advocate  changing  their 
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system  our  way.  But  I  think  we  are  best  to  build  on  what  we  have 
developed  in  this  country. 

If  I  may  make  one  other  point  that  is  relevant  to  what  you  said 
before  I  have  leave,  what  is  really  involved  here,  for  example,  is  a 
conflict  in  objectives.  You  have  an  existing  system  in  which  too 
much  money  is  being  spent.  On  the  one  hand,  you  want  to  expand 
the  existing  system.  You  want  to  insure  people  who  are  not  insured 
to  provide  services  not  now  being  provided.  By  itself,  the  inevitable 
result  of  that  action  will  be  to  increase  the  costs.  And  you  will  not 
get  people  whom  you  have  to  have  participate,  particularly  busi- 
ness, through  whom  the  insurance  is  to  be  provided,  if  that  is  all 
you  are  going  to  offer.  So  you  have  to  have  effective  cost  contain- 
ment. They  must  be  persuaded  that  costs  will  not  continue  the  cur- 
rent rate  of  increase,  let  alone  at  an  even  faster  pace. 

On  the  other  hand,  to  do  that,  you  are  dealing  with  all  of  the 
providers,  each  of  whom  wants  cost  containment  in  the  classic 
American  way  so  long  as  it  does  not  impinge  on  them  directly. 

That  is  perfectly — that  is  not  American.  That  is  human  nature. 
Our  entire  economic  system  is  based  on  the  premise  that  people  act 
out  of  self-interest  so  we  should  expect  nothing  less  of  anyone  in 
this  industry. 

What  we  have  to  do  as  legislators  to  figure  out  a  middle  ground 
that  reconciles  those  two  substantively  and  politically.  How  do  we 
come  up  with  legislation  that  does  the  job  and  that  can  be  enacted? 

I  think  that  that  is  the  challenge  we  have.  It  is  an  immense  chal- 
lenge. I  am  convinced  we  can  meet  it. 

I  was  involved,  as  Chairman  of  the  Senate  Health  Subcommittee, 
with  the  ranking  Member  here,  as  he  will  recall,  in  the  1987  ac- 
tions with  respect  to  Medicare  and  Medicaid.  There  is  a  lot  of 
knowledge  in  this  Congress.  There  is  a  lot  of— there  is  a  great 
desire  to  get  something  done. 

One  of  the  reasons  for  doing  what  I  have  done,  respect  to  so 
many  hundreds  of  hours  at  this,  is  to  try  to  create  a  method  by 
which  we  could  focus  the  debate,  generate  discussion,  get  conflict- 
ing ideas;  and  out  of  it,  hopefully,  will  emerge  meaningful  action  to 
help  deal  with  the  problems  that  we  are  all  concerned  about. 

The  Chairman.  Mr.  Leader,  thank  you  very  much  for  taking  the 
time  again.  Obviously,  you  are  a  leader,  not  only  in  terms  of  your 
capacity  in  the  Senate,  but  also  one  that  is  perhaps  the  leader  of 
compassion  when  it  comes  to  this  issue. 

But  more  importantly,  your  commitment  to  getting  it  done.  I 
think  that  that  is  the  key  here.  We  can  all  talk  about  various  theo- 
ries. We  all  know  those  theories  don't  mean  much  to  the  person  in 
the  hospital  unless,  in  fact,  you  get  it  done  and  obviously  your  pro- 
posal is  a  real  stepping  stone  in  that  direction.  We  thank  you  for 
your  leadership. 

Senator  Mitchell.  Thank  you,  Mr.  Chairman. 

The  Chairman.  May  I  ask  for  you  to  provide  a  short  summary  of 
your  bill?  We  would  appreciate  that.  Members  have  asked  for  that. 

Senator  Mitchell.  We  have  a  short  one,  a  slightly  longer  one, 
and  a  real  long  one.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Mr.  Leader. 
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The  Chairman.  For  the  Members  of  the  Committee  and  other 
witnesses,  we  have  a  vote  on  the  foreign  aid  bill.  It  could  be  fol- 
lowed by  a  series  of  votes  with  regard  to  amendments. 

I  think  the  best  way  to  leave  this  is  that  we  will  return  after 
those  two  5-minute  votes.  Mrs.  Johnson,  you  will  be  the  first  wit- 
ness at  that  point. 

Let  me  also,  for  purposes  of  the  record,  submit  the  testimony  of 
Mr.  Stark  and  Mr.  Russo  who  may  appear  later  if  they  have  time. 

At  the  same  time,  I  would  like  to  try  to  make  their  testimony 
part  of  the  record.  We  will  convene  after  these  two  5-minute  votes. 

[The  prepared  statements  of  Mr.  Stark  and  Mr.  Russo  may  be 
found  at  end  of  hearing.] 

After  Recess 

The  Chairman.  The  Committee  on  Budget  is  again  in  session  for 
consideration  of  health  care  costs  and  access  with  respect  to  future 
budgets. 

For  the  panelists,  we  are  going  to  proceed  with  the  panelists  and 
the  others  I  guess  in  as  expedited  a  fashion  as  possible. 

I  apologize  for  the  delays,  but  it  is  something  you  always  run 
into  in  terms  of  giving  Members  their  ability  to  ask  each  of  the 
witnesses  the  questions  that  they  want  to  ask.  So  we  will  try  to 
move  ahead  as  expeditiously  as  we  can.  I  apologize  in  particular  to 
Nancy  Johnson.  We  are  in  the  middle  of  votes,  too,  so  it  is  a  combi- 
nation of  two  things. 

But  we  do  welcome  you.  Your  statement  will  be  made  part  of  the 
record.  You  can  summarize  it,  or  read  it  as  you  wish. 

STATEMENT  OF  HON.  NANCY  L.  JOHNSON,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CONNECTICUT 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman.  I  do  appreciate  the  op- 
portunity to  appear  before  you  and  your  colleagues  on  the  Budget 
Committee  today  to  discuss  the  trilogy  of  access,  cost,  and  quality 
in  health  care. 

It  is  important  as  we  enter  into  this  discussion  to  remember  to 
be  proud  that  the  United  States  offers  the  highest  quality  medical 
care  in  the  world,  the  best  technology  and  pharmacology,  the  most 
sophisticated  medical  providers.  But  we  must  be  ashamed  of  the 
system's  failure  to  serve  millions  of  working  and  nonworking  poor, 
and  appalled  at  the  spiraling  costs  that  increasingly  threaten  those 
with,  as  well  as  those  without,  health  insurance. 

28  million  workers  and  their  dependents  are  uninsured  and  ineli- 
gible for  publicly  funded  care.  Another  6  million  individuals  and 
their  dependents  lack  both  work  and  eligibility  for  publicly  funded 
care.  This  means  low-income  pregnant  women  go  without  prenatal 
care  and  millions  of  children  don't  receive  basic  immunizations,  to 
give  just  two  examples  of  the  severity  of  the  problem. 

But  it  is  not  the  insured  that  are  driving  the  public's  concern, 
interestingly  enough.  It  is  rising  health  care  costs  and  the  threat 
they  pose  to  the  access  that  those  who  have  it  enjoy. 

If  you  remember,  those  same  polls  reveal  that  there  is  no  under- 
standing of  the  dimensions  of  the  challenge  we  face,  nor  of  the  for- 
midable tradeoffs  inherent  in  achieving  an  affordable  national 
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health  policy  that  guarantees  universal  access  and  controls  health 
care  costs. 

I  think  that  is  very  important,  because  as  Members  say,  their 
constituents  are  saying,  we  want  the  Canadian  system,  but  what 
they  are  really  saying  is,  ''We  want  everyone  to  have  access  and  we 
don't  want  to  fear  the  loss  of  our  own  health  insurance."  The  level 
of  knowledge  of  what  it  means  to  be  in  the  Canadian  system  is 
very,  very  low,  and  particularly  the  sensitivity  of  the  tradeoffs  is 
hardly  there  at  all. 

The  cost  crisis  in  our  health  care  system  did  not  happen  over- 
night. Our  best  efforts  to  stem  health  care  cost  increases  over  the 
past  decade  through  Government  price  fixing  in  Medicare,  Medic- 
aid, and  the  VA  system  have  met  with  failure,  albeit  periodically 
masked  as  short-term  success.  And  I  think  that  is  important. 

It  appears  to  us  we  have  succeeded  in  controlling  costs  in  the 
health  care  system  because  we  have  defined  as  ineligible  a  whole 
range  of  veterans.  In  fact,  we  have  done  certain  things  that  are 
heading  us  down  the  path  that  Medicaid  has  traveled  and  that  has 
resulted  in  markedly  reduced  access  and  quality. 

Health  care  costs  continue  to  rise  in  spite  of  all  these  efforts  at 
substantially  higher  rates  than  the  rate  of  inflation.  U.S.  health 
care  costs  are  now  over  12  percent  of  our  gross  national  product. 
We  are  talking  about  affecting  20  percent  of  the  economic  activity 
in  America.  There  is  hardly  anything  we  do  on  the  Ways  and 
Means  Committee  that  at  one  stroke  of  the  pen  affects  20  percent 
of  the  economic  activity  in  our  Nation. 

It  is  imperative  that  we  correct  the  access  quality  and  cost  prob- 
lems. But  we  must  not  destroy  the  remarkable  strengths  of  our 
system  as  we  correct  its  weaknesses. 

Radical  reform  is  not  imminent,  in  my  opinion.  It  is  also  not  ap- 
propriate. And  this  goes  to  the  earlier  discussion  of  a  national 
debate.  There  are  many  technical,  structural  and  ideological  issues 
that  have  to  be  addressed.  Making  responsible  and  constructive 
changes  affecting  up  to  one-fifth  of  our  Nation's  economy  takes 
time. 

Being  an  incrementalist  makes  me  a  radical,  because  I  fervently 
believe  that  incrementalism  means  action  now.  It  means  differenti- 
ating between  those  things  we  can  do  today  that  will  make  a  real 
difference  in  people's  lives  in  terms  of  access  and  cost  control, 
versus  those  things  that  we  can't  do  today  and  that  rightfully 
ought  to  be  part  of  that  national  debate  that  will  take  a  number  of 
years  to  gel,  to  make  a  few  more  systemic  changes. 

It  is  my  opinion  that  we  cannot  even  define  what  the  systemic 
changes  ought  to  be  or  what  is  the  best  form,  or  means  of  address- 
ing them,  unless  we  take  some  very  simple  but  formidable  actions 
today. 

My  program  for  reform  today  is  laid  out  in  H.R.  1565,  my  health 
care  reform  bill,  also  known  as  HEART.  It  would  reform  the  small 
firm  health  insurance  market,  thereby  making  coverage  available 
to  nearly  20  million  workers  and  dependents  without  health  insur- 
ance. 

It  is  important  to  remember  that  of  the  people  who  are  unin- 
sured, one  third  make  over  200  percent  of  poverty  income.  Afford- 
able insurance  could  reach  them  as  well  as  a  number  of  others. 
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Costly  State  mandates  would  be  overridden  through  the  provisions 
of  my  bill  in  order  to  make  an  inexpensive  plan  available  to  small 
business  and  all  variants  of  the  basic  plan  would  be  free  of  State 
mandates. 

Mine  is  the  only  proposal  out  there  that  allows  competition 
among  basic  plans  without  the  control  of  State  mandates  just  for 
the  small  group  market.  As  long  as  they  do  four  or  five  things,  in 
order  to  be  free  of  State  mandates,  we  would  set  certain  Federal 
standards. 

We  would  not  allow  exclusion  for  preexisting  conditions  after  ini- 
tial qualification. 

We  would  limit  rate  increases,  guarantee  renewal  except  for  non- 
payment of  premiums,  and  would  force  conformance  to  public  dis- 
closure and  certification  requirements. 

We  could  write  significant  legislation  reforming  the  small  firm 
market  this  year. 

My  proposal  is  out  there  in  detail.  Senator  Durenberger's  propos- 
al is  out  there  in  detail.  Senator  Mitchell's  proposal  is  out  there.  It 
is  doable.  It  can  reach  at  least  a  third  of  the  uninsured,  make  a 
material  difference,  and  if  you  remember  it  will  help  us  when  we 
get  to  that  point  in  Senator  Mitchell's  bill  and  other  proposals, 
when  we  want  to  define  what  is  that  basic  health  care  that  we 
want  to  make  available  to  everyone. 

This  competition  of  mandates  in  the  basic  health  care  proposal 
will  give  us  guidance.  We  could  do  this  now,  it  could  be  in  place  in 
a  year.  We  would  materially  alter  the  access  issue  by  doing  that. 

The  second  thing  we  could  do,  and  the  Senator  did  not  address 
this  except  obliquely,  and  I  feel  it  is  very  important  and  we  could 
do  it  right  now,  we  could  reform  our  own  tax  code  to  do  two  very 
important  things. 

First  of  all,  to  allow  the  self-employed  the  same  tax  benefits  we 
allow  employers  by  giving  them  100  percent  deductibility. 

Second,  we  ought  to  change  our  current  tax  laws  so  that,  in 
order  to  get  the  very  generous  tax  benefits  that  we  provide  to  em- 
ployers, you  would  have  to  encourage  smart  buying.  We  should 
only  be  providing  tax  incentives  for  plans  that  have  a  managed 
care  component  or  copay  structure  or  meet  certain  other  criteria 
spelled  out  in  my  bill.  That  way,  you  drive  the  whole  private  sector 
toward  thinking  managed  care,  toward  thinking  smart  purchasing. 
And  you  materially  alter  the  current  incentives  in  the  system. 
That  is  probably  the  most  profoundly  important  thing  that  we 
could  do. 

But  between  reforming  the  small  business  market,  altering  our 
own  tax  code  in  modest  ways  to  encourage  managed  care,  which  we 
have  seen  has  a  dramatic  impact  on  costs,  and  to  address  the  prob- 
lem of  the  self-employed,  we  could  really  address  both  cost  and 
access. 

Third,  my  bill  addresses  the  need  for  quality  by  beginning  what 
Bill  Gradison  was  so  instrumental  in  doing  on  the  Ways  and  Means 
Committee  in  a  general  sense  through  fostering  guidelines  and  out- 
comes research. 

My  bill  would  do  that  in  a  more  specific  sense  in  the  hospital  set- 
ting through  initiating  Quality  2000.  It  will  take  a  while  to  get  on 
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line,  but  Quality  2000  is  a  well-thought-out  plan  to  monitor  hospi- 
tals so  that  it  does  reduce  the  inappropriate  use  of  our  resources. 

Fourth,  for  those  individuals  and  families  even  under  the 
HEART  plans,  tax  reforms  and  small  business  insurance  reforms, 
who  could  not  obtain  affordable  health  care  coverage,  it  would 
expand  health  care  clinics  to  ensure  neighborhood  access  to  the 
low-income  uninsured. 

It  is  a  dirty  little  secret  that  even  after  the  recent  series  of  eligi- 
bility changes  in  Medicaid,  61  percent  of  families  below  the  poverty 
level  remain  uninsured  and  ineligible  for  Medicaid.  These  centers 
would  bring  out  patient  care  and  quality  physicians  directly  to 
those  in  need.  They  would  provide  the  linchpin  for  a  network  that 
could  offer  drug  treatment  services  and  access  to  such  important 
preventive  health  services  as  WIC. 

Since  they  offer  care  to  all  through  their  sliding  scale  fee,  and 
they  do,  I  just  visited  one  Friday  afternoon  in  which  50  percent  of 
its  clients  are  self-pay,  they  can  assure  health  access  to  everyone  in 
the  near  future.  All  those  that  perhaps  the  reform  of  the  small 
business  market  couldn't  reach,  the  expanded  community  health 
center  program  could  reach. 

A  setaside  needs  to  be  worked  out  to  implement  what  is  referred 
to  as  the  EACH's  and  PEACH's  program  to  recreate  the  family 
medical  care  institutions  that  have  been  eroded  by  today's  prob- 
lems in  rural  America. 

One  additional  but  important  reform  is  that  HEART  would 
shield  community  health  centers  from  exorbitant  liability  insur- 
ance premiums.  One-fifth  of  the  money  in  that  program  is  going  to 
pay  liability  premiums  and  they  only  had  $2  million  in  claims  last 
year.  If  we  adopt  this  tort  reform  for  those  clinics,  then  we  will 
save  10  percent  of  their  budget  and  add  an  additional  1  million  in- 
dividuals to  their  service  community  without  expending  a  single 
additional  dollar. 

This  brings  me  lastly  to  H.R.  1004,  ensuring  access  through  medi- 
cal liability  reform.  By  changing  the  laws  covering  medical  mal- 
practice, we  can  increase  access  to  health  care,  and  this  is  particu- 
larly true  in  terms  of  poor  neighborhoods  and  rural  areas  where 
obstetrical  care  has  practically  vanished;  it  is  scarce  because  there 
is  such  a  high  incidence  of  complicated  pregnancies.  The  D.C.  pre- 
miums are  so  much  higher  than  those  just  across  the  river  that 
D.C.  is  losing  what  obstetrical  care  it  has  to  other  jurisdictions. 

I  think  this  is  something  we  have  to  focus  on.  It  is  not  just  a 
question  of  cost,  although  that  is  important.  It  is  a  question  of 
access.  It  is  a  question  of  access  to  justice  because  our  current  mal- 
practice system  is  too  expensive  for  the  majority  of  victims,  and  it 
is  a  question  of  quality.  Because  if  the  small  malpractice  cases 
don't  get  into  the  system,  you  can't  identify  poor  providers  early  in 
their  career  and  you  have  to  wait  until  they  make  more  serious 
mistakes  before  you  can  get  them  out  of  the  system. 

So  malpractice  reform  is  an  issue  of  quality,  it  is  an  issue  of  jus- 
tice, it  is  also  an  issue  of  cost  in  terms  of  premiums  and  defensive 
medical  cost. 

Mv  malpractice  bill  is  both  tort  reform  and  process  reform,  and  I 
won  t  go  into  details  of  it  further.  They  are  all  laid  out  in  my  writ- 
ten testimony. 
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There  are  no  easy  solutions  to  our  health  care  crisis,  but  we  can 
and  must  assure  that  the  34  million  Americans  currently  without 
health  insurance  will  have  access  to  quality  care.  The  cost  of  care 
must  be  affordable  to  the  individual,  the  employer,  the  taxpayer. 
And  the  quality  of  care  must  remain  high.  This  means  making 
sure  that  the  care  is  appropriate  to  the  problem,  that  the  right 
numbers  and  types  of  providers  and  technologies  are  available,  and 
that  those  providers  are  qualified  to  do  the  job. 

Lastly,  the  system  must  maintain  the  quality  we  are  world  re- 
nowned for  and  provide  choices,  for  that  is  what  I  believe  America 
is  all  about.  I  believe  H.R.  1565  and  H.R.  1004  are  good  steps 
toward  achieving  all  these  goals. 

In  conclusion,  since  my  real  message  to  you  is  that  there  are  ac- 
tions that  we  could  take  now,  at  the  same  time  the  national  debate 
ought  to  go  ahead  and  guide  us  for  steps  in  the  future. 

Let  me  just  remind  you  that  between  Senator  Mitchell's  bill  and 
my  bill  there  are  four  very  important  conformities.  First  of  all,  we 
both  propose  reforming  the  small  business  market.  I  would  guess 
we  do  it  in  the  same  way  except  that  I  create  this  basic  plan  that  I 
call  Medaccess  as  part  of  the  small  business  reform. 

I  believe  creating  Medaccess  will  give  us  guidance  to  do  what  he 
wants  to  do  later,  which  is  Ameri-Care.  There  are  some  other  ap- 
proaches to  the  problem  that  Ameri-Care  solves  in  his  bill,  but  cer- 
tainly reform  of  the  small  group  market  with  a  basic  plan  is  some- 
thing we  could  do  right  now,  and  there  is  a  lot  of  agreement  behind 
that. 

Regarding  expansion  of  the  community  health  clinics,  he  has  ba- 
sically the  same  proposal.  We  are  in  agreement  on  that.  And  that 
is  extremely  important  in  terms  of  expanding  access  for  low-income 
people,  but  also  for  a  lot  of  the  working  uninsured. 

He  recognizes  the  problem  of  malpractice  reform.  He  doesn't  ac- 
tually adopt  the  reform  proposal.  He  proposes  a  grant  program  to 
develop  alternatives.  But  there  is  a  lot  of  good  thinking  and  good 
work  that  has  been  done  there,  and  if  we  did  nothing  else  but  man- 
date some  alternatives  in  terms  of  process,  that  would  be  a  big  step 
forward. 

And  last,  he  does  provide  the  self-employed  with  100  percent  tax 
deductibility  for  health  insurance  premiums.  And  if  we  could  im- 
plement that  with  some  adjustments  in  how  we  tax  benefit,  em- 
ployer-provided plans,  that  would  be  a  powerful  initiative. 

Areas  in  which  the  Senator  and  others  in  both  bodies  disagree 
will  take  somewhat  greater  time  to  address.  Whether  we  should 
mandate  this  on  small  employers,  we  ought  to  decide  that. 

When  we  get  a  small  plan  out  there  and  we  get  cost  controls  in 
place  that  enable  us  to  say  to  this  small  business  owner,  we  could 
tell  you  how  much  it  is  going  to  cost  and  we  can  tell  you  the  vector 
of  growth,  so  that  we  can  assure  you  that  if  we  require  you  to  do 
this,  this  is  what  will  happen. 

I  personally  prefer  requiring  the  individual  to  guarantee  that  he 
has  coverage.  He  can  do  that  through  his  employer  or  through  a 
clinic  card.  And  if  those  alternatives  are  actually  there,  I  think  this 
decision  should  be  made  down  the  road.  Do  we  put  the  burden  on 
the  individual  or  the  burden  on  the  small  employer  to  demonstrate 
that  you  are  covered  by  insurance? 
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Likewise,  with  the  issue  of  premium  subsidies.  We  looked  at  that, 
and  from  our  work  in  Medicare  it  is  very  hard  to  do  this,  whether 
it  is  State  run  or  federally  run.  That  again  is  another  issue  that 
would  be  best  looked  at  after  we  have  expanded  the  clinics  and  we 
see  what  their  experience  is  with  income-  sensitive  premiums  com- 
bined with  low-cost  health  insurance. 

That  section  of  the  Senator's  bill,  and  it  is  analogous  to  what  is 
going  on  in  our  side  in  terms  of  exploration  and  discussion,  can 
easily  be  looked  at  in  2  or  3  years,  and  a  final  conclusion  drawn. 

I  just  hope  we  will  not  wait  2  or  3  years  to  make  some  of  the 
dramatic  changes.  And  one  of  them  is  specifically  under  your  Com- 
mittee's jurisdiction,  the  expansion  of  the  community  health  center 
program. 

I  have  visited  everyone  in  my  State  now.  They  are  remarkable. 
They  provide  cost-effective  care.  They  are  centers.  They  are  able  to 
reach  families  in  terms  of  abuse  prevention,  substance  abuse  pre- 
vention, child  abuse  prevention.  They  do  reach  into  housing  coun- 
seling to  prevent  eviction  and  so  on  and  so  forth. 

They  are  an  opportunity  that  simply  awaits  our  attention  and 
our  development,  and  in  my  estimation,  my  view  of  public  health  is 
a  nationwide  system  of  community  health  centers  that  serve  a 
whole  group  of  people,  not  just  Medicaid  recipients  but  a  whole 
group  of  people  working  and  nonworking,  many  of  whom  are 
making  the  choice  to  go  to  that  clinic  because  it  is  multifaceted 
and  user  sensitive  and  family  caring. 

Last,  I  would  just  like  to  say  there  are  administrative  changes 
that  we  could  begin  to  make  this  year  that  would  affect  costs.  Mr. 
Bowsher,  of  GAO  who  wrote  that  study  and  estimated  the  cost  sav- 
ings, testified  last  week  before  the  Health  Subcommittee  in  favor  of 
increasing  the  administrative  money  that  we  put  into  Medicaid  on 
the  basis  that  we  save  $14  in  health  care  costs  for  every  dollar  we 
invest  in  administrative  oversight.  He  agreed  we  needed  more  ad- 
ministrative oversight  in  order  to  control  costs  in  the  Medicare  pro- 
gram. 

Now,  when  you  put  that  testimony  along  with  his  other  testimo- 
ny, you  have  got  to  examine  rigorously  the  assumptions  that  the 
GAO  estimates  were  based  on,  because  those  assumptions  assume 
that  we  can  control  costs  the  way  that  Canada  does,  and  they  do  it 
by  controlling  the  supply  of  physicians,  which  they  control  rigor- 
ously, the  amount  of  technology,  which  they  control  rigorously,  and 
the  intensity  of  the  use  of  that  technology.  The  Government  con- 
trols volume  and  intensity  and  supply.  And  so  of  course  they  can 
reimburse  simply. 

We  don't  control  any  of  those  things.  We  lost  that  control  a  long 
time  ago.  That  is  one  of  the  problems.  We  control  volume  intensity 
through  our  reimbursement  mechanism. 

And  Mr.  Bowsher  acknowledges  this  himself,  there  is  no  way 
that  you  can  allow  increased  access  to  care  as  all  of  these  plans 
will  do,  and  not  have  a  reimbursement  system  that  looks  at  wheth- 
er that  care  was  necessary  or  not  necessary.  That  kind  of  payor 
system  is  by  definition  more  costly,  and  he  acknowledged  that  in 
testimony  last  week  before  our  Committee.  So  I  would  urge  you  to 
be  cautious  about  administrative  savings. 
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The  AFL-CIO  commissioned  a  study  that  showed  that  the  costs 
were  likely  to  be  $84  billion,  not  $67  billion.  So  we  have  got  a  lot  of 
work  to  do  in  that  area. 

We  are  no  model  of  administrative  efficiency  when  we  have  a 
Medicare  system  that  sends  out  notices  saying  ''this  is  not  a  bill"  to 
millions  of  Americans,  and  to  rely  on  us  to  make  administrative  re- 
forms that  will  save  money  of  that  dimension  is  to  assume  some- 
thing that  we  have  not  been  able  to  prove  in  defense  procurement 
reform,  in  Medicare  administration,  or  in  any  other  aspect  of  our 
work. 

So  I  hope  that  you  will  look  at  those  modest  but  very  important 
incremental  reforms  that  can  affect  access  and  costs  that  we  could 
do  this  year.  And  in  that  way,  contribute  very  materially  and 
strongly  to  the  national  debate. 

Thank  you,  Mr.  Chairman,  for  your  patience. 

[The  prepared  statement  of  Mrs.  Johnson  may  be  found  at  end  of 
hearing.] 

The  Chairman.  Thank  you  very  much  for  your  contribution.  We 
really  appreciate  your  testimony  and  your  taking  time  to  present 
it. 

Obviously,  two  challenges  in  dealing  with  the  health  care  issue 
are  the  cost  and  the  access  problems.  The  question  I  have  is,  you 
allow  the  States  to  have  the  option  of  participating  in  the  Medac- 
cess  plan  under  your  bill.  The  question  is.  What  happens  to  the  un- 
insured in  the  States  that  decide  not  to  participate? 

Mrs.  Johnson.  Actually,  under  my  bill,  all  States  must  allow  Me- 
daccess  to  be  sold.  And  all  providers  must  offer  it. 

If  you  remember,  employers  are  obligated  to  educate  their  em- 
ployees about  Medaccess,  what  it  offers  and  what  it  costs.  And  they 
are  obliged  as  well,  if  their  employees  wish  to  take  it,  to  administer 
it. 

One  of  the  interesting  parallels  between  Senator  Mitchell's  bill 
and  mine  that  I  didn't  mention,  because  it  has  to  do  with  a  bill 
that  our  colleague  Rod  Chandler  introduced,  is  that  he  and  I  both 
make  a  provision  for  encouraging  the  small  business  community  to 
merge  their  programs  to  realize  administrative  savings. 

We  know  from  experiments  that  are  going  on  out  there  that  if 
you  can  provide  a  basic  health  care  plan  without  mandates,  you 
can  reduce  costs.  If  you  merge  administratively,  you  can  reduce 
costs  sometimes  by  30  percent,  sometimes  higher.  And  if  we  relieve 
the  premiums  on  those  plans  as  we  do  for  the  self-insured,  then 
you  can  further  reduce  costs. 

So  there  are  dramatic  things  we  can  do  that  would  drive  costs 
down  by  about  50  percent  in  the  small  group  market  and  thereby 
really  expand  access  for  working  people. 

It  is  my  belief  that  any  small  businessman  who  is  required  by 
law  to  educate  his  employees  about  this  plan,  if  he  possibly  can 
afford  it,  is  going  to  say:  "Look,  I'll  share  this  with  you."  But  he 
will  do  it  depending  on  his  profitability. 

The  Senator's  program,  while  very  thoughtful  in  its  transition 
provisions  for  tax  credits,  they  do  expire  after  5  years  and  there 
are  just  lots  of  small  businesses  that  can't  afford  8  percent  of  pay- 
roll. 
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The  Chairman.  Do  you  have  any  idea  of  the  people  in  the  gap, 
the  33  million  who  are  uninsured  right  now,  if  your  plan  would  go 
into  effect,  how  many  of  them  would  ultimately  be  covered? 

Mrs.  Johnson.  Yes,  I  do.  Of  that  33  million,  two-thirds  are  work- 
ing or  dependents  of  workers.  So  the  reach-down  through  the  in- 
sured industry  would  help  some  of  those,  particularly  the  third 
whose  incomes  are  above  200  percent  of  the  poverty  level.  But 
some  of  the  others  may  be  covered,  depending  on  how  far  down  we 
drive  the  cost  and  how  many  employers  participate  in  payment. 

Then  the  community  health  clinics  serve  people — I  mean,  you 
can  see  it  on  the  charts.  All  of  their  people  for  the  most  part  are 
about  up  to  200  percent  of  poverty  income.  They  have  the  right  to 
serve  people  above  that  income.  The  functional  fact  is  that  is  the 
group  they  serve. 

So  if  we  expand  that,  you  see,  we  really  do  make  access  avail- 
able. And  these  clinics  are  very  nice.  They  have  as  a  goal  them- 
selves to  serve  everyone,  not  just  to  be  the  health  care  provider  for 
the  very  poor.  They  need  to  be  able  to  serve  the  neighborhood,  the 
area.  And  they  win  credibility  that  way.  They  become  the  family 
support  that  way.  And  they  become  the  center  of  a  variety  of  bene- 
fit programs  that  way.  So  it  is  very  exciting  to  see  what  is  happen- 
ing there. 

When  you  look  at  the  fact  that  they  serve  the  community  health 
clinics — the  community  health  clinics  serve  people  up  to  200  per- 
cent of  poverty.  Two-thirds  of  the  uninsured  are  200  percent  of  pov- 
erty. And  the  small  business  reform  reaches  down.  Both  of  them 
say,  and  we  did  it  with  the  numbers,  if  the  amount  of  money  in  our 
bill  would  expand  the  community  health  center  movement  suffi- 
ciently so  that  you  can  say  that  we  can  serve  well  over  the  33  mil- 
lion between  the  two  approaches,  it  would  be  very  exciting.  It  is 
very  exciting  to  see  how  much  could  happen  if  we  took  those  two 
steps. 

And  then  how  we  would  be  able  to  look  at  the  more  complex 
issues  of,  is  there  a  need  for  a  premium  subsidy  to  make  sure  ev- 
eryone has  access?  We  don't  actually  know  that.  My  belief  is  that 
every  WORLD  town  ought  to  have  some  income-related  fee  sched- 
ules. If  you  have  that  view  of  public  health  responsibility  in  that 
area,  then  you  do  eliminate  Medicaid. 

Reform  Medicaid  and  you  use  it  as  a  hospital  component  or  a 
catastrophic  care  program.  But  that  next  round  of  reform,  what  we 
do  about  Medicaid  and  what  role  it  fulfills,  we  just  did  these  things, 
in  about  IV2  years  or  2  years  we  would  be  able  to  see  more  clearly 
what  the  rest  requires. 

The  Chairman.  Mr.  McCrery. 

Mr.  McCrery.  Thank  you,  Mr.  Chairman. 

I  would  just  like  to  compliment  Mrs.  Johnson  on  the  work  she 
has  done.  She  not  only  serves  on  the  Ways  and  Means  Committee 
which  has  jurisdiction  over  much  of  what  we  are  discussing,  but 
also  is  heading  up  a  task  force  of  Republican  Research  Committee 
on  which  many  of  us  Republicans  are  trying  to  assist. 

We  don't  all  agree  on  every  facet  of  Mrs.  Johnson's  plan,  but  she 
certainly  has  been  a  tireless  worker  on  that  task  force  and  has 
come  up  with  some  suggestions  we  can  look  at.  So  I  would  just  like 
to  compliment  the  gentlewoman  on  her  efforts. 
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Mrs.  Johnson.  Thank  you  very  much.  I  appreciate  that. 

It  certainly  is  true  we  don't  all  agree  on  a  lot,  but  it  is  surprising 
that  every  plan  that  has  been  brought  forth,  and  Senator  Mitch- 
ell's plan  and  my  plan,  do  have  some  very  important  common  ele- 
ments. I  hope  I  can  be  a  catalyst  for  action  now  on  those  common 
elements.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much,  again,  Mrs.  Johnson,  for 
participating.  We  really  appreciate  it. 

The  next  panel  that  we  have  is  Karen  Ignagni,  who  is  the  Direc- 
tor of  the  Employee  Benefits  Department,  AFL-CIO;  Diana  C.  Jost, 
who  is  the  Executive  Director  of  the  Office  of  Government  Rela- 
tions of  Blue  Cross  and  Blue  Shield;  Greg  Show,  the  owner  and 
president  of  Electro-Management,  Inc.,  of  Palm  Springs,  CA,  and  a 
member  of  the  National  Federation  of  Independent  Business;  and 
Prof.  Clark  C.  Havighurst,  who  is  William  Neal  Reynolds  Professor 
of  Law  at  Duke  University  School  of  Law. 

We  welcome  all  of  you  here.  Thank  you  for  your  patience.  We 
appreciate  your  taking  the  time  to  come  to  the  Budget  Committee 
on  what  is  obviously  a  very  important  issue. 

We  figured  out  in  terms  of  future  budgets,  there  are  two  issues 
that  will  predominate.  One  is  interest  costs  and  the  other  is  health 
care  costs.  You  have  got  to  approach  each  of  those. 

Your  statements  will  be  made  part  of  the  record.  You  can  read 
from  them  and  summarize  as  you  wish.  Ms.  Ignagni. 

STATEMENT  OF  KAREN  IGNAGNI,  DIRECTOR,  EMPLOYEE 
BENEFITS  DEPARTMENT,  AFL-CIO 

Ms.  Ignagni.  Thank  you,  Mr.  Chairman. 

Thank  you  for  the  opportunity  to  testify  and  present  the  views  of 
the  AFL-CIO  on  what  we  view  as  one  of  the  most  critical  issues  for 
working  people  and  their  families. 

In  the  coming  months  this  Committee  will  struggle  with  an  issue 
which  has  been  the  central  question  in  health  policy  debates  for 
decades,  and  that  is  what  is  the  role  that  Government  should  play 
in  health  care.  How  you  answer  that  question  will  determine  the 
architecture  of  a  proposed  health  care  system,  whether  it  should  be 
employer-based  with  a  safety  net  for  those  not  in  the  work  force, 
whether  it  should  be  a  public  system  similar  to  Social  Security  or 
whether  the  system  should  be  one  of  individual  choice  and  respon- 
sibility. 

As  part  of  its  deliberative  process,  we  would  urge  the  Committee 
to  compare  the  cost  and  performance  of  the  U.S.  health  care 
system  to  those  of  our  industrial  partners.  While  there  are  many 
different  models  throughout  the  industrial  world,  without  excep- 
tion all  other  countries  provide  their  citizens  access  to  adequate 
health  care  with  Government-based  reimbursement  controls. 

We  urge  the  Committee  not  to  be  distracted  by  the  myths  of  ra- 
tioning excessive  Government  bureaucracy  and  inferior  quality 
that  have  long  been  advanced  by  those  who  oppose  reform.  Taken 
together,  the  health  care  systems  throughout  the  industrial  world 
provide  incontrovertible  evidence  that  it  is  possible  to  provide  cov- 
erage to  all  Americans  far  more  effectively  and  at  a  cost  that  is 
measured  and  contained. 
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In  comparison  to  our  industrialized  partners,  the  U.S.  health 
care  system  fails  the  test  of  fairness  and  equity.  We  also  fail  the 
test  of  efficiency  which  is  apparent  to  both  consumers  and  provid- 
ers who  are  frustrated  with  redtape  and  paperwork.  Even  those 
who  seek  to  preserve  the  current  system  can  no  longer  defend  the 
excessive  overhead  and  administrative  costs  associated  with  our 
fragmented  system. 

We  believe,  Mr.  Chairman,  that  a  nation  that  seeks  to  be  com- 
petitive in  the  21st  century  can  no  longer  continue  down  this  road. 
On  a  per  capita  basis,  we  spend  40  percent  more  than  Canada,  90 
percent  more  than  Germany,  and  125  percent  more  than  Japan. 

In  short,  the  current  crisis  demands  immediate  action  and  the 
labor  movement  is  united  in  its  pursuit  of  fundamental  restructur- 
ing of  the  system. 

Although  we  have  drafted  specific  proposals  for  your  consider- 
ation, let  me  be  clear  that  the  AFL-CIO  is  not  committed  to  any 
single  plan.  Instead,  our  objective  is  to  maintain  an  open  mind  and 
work  with  all  who  share  our  goals  toward  the  development  of  legis- 
lation that  can  be  enacted. 

We  have  three  essential  goals:  to  contain  health  care  inflation;  to 
provide  all  Americans  access  to  care,  and  to  overhaul  administra- 
tive procedures. 

To  achieve  the  objective  of  cost  containment  we  urge  Congress  to 
establish  a  national  commission  composed  of  consumers,  labor, 
management.  Government  and  providers  to  administer  a  single  na- 
tional cost  containment  program  by  doing  three  things.  Negotiating 
rates  to  be  used  by  all  payors,  establishing  a  target  for  the  annual 
rate  of  increase  in  total  health  care  spending,  establishing  a  capital 
budgeting  system  to  encourage  the  efficient  distribution  of  capital, 
which  will  minimize  the  unnecessary  duplication  of  equipment  and 
reduce  the  large  numbers  empty  beds  still  in  the  system. 

To  achieve  the  objective  of  universal  access  we  urge  Congress  do 
three  things: 

Establish  a  core  benefit  package  to  which  all  Americans  are  entitled. 

Require  all  employers,  including  the  Federal  Government,  to  contribute  fairly  to 
the  cost  of  care  for  workers  and  their  families. 

Put  an  end  to  the  patchwork  quilt  of  Federal  and  State  health  care  programs  and 
establish  one  Federal  program  for  those  not  in  the  work  force,  including  the  unem- 
ployed and  those  currently  receiving  competition  within  State  Medicare  programs. 

Recently,  there  has  been  a  growing  interest  in  reforming  insur- 
ance practices  in  the  small  group  market. 

While  we  support  such  long  overdue  reforms,  the  AFL-CIO  be- 
lieves that  far  more  needs  to  be  done,  and  that  reforms  should  be 
developed  by  Congress,  not  the  States,  to  assure  uniformity  across 
the  country,  and  the  most  important,  to  contain  costs.  In  short, 
nothing  short  of  a  complete  overhaul  of  the  system  will  solve  our 
problem. 

Finally,  Mr.  Chairman,  to  conclude,  there  is  no  doubt  that  there 
is  real  suffering  going  on  out  there.  In  our  belief,  nothing  short  of 
full-scale  reform  will  solve  our  problems.  We  have  reached  the 
stage,  we  believe,  where  quick  fixes  no  longer  are  possible,  and 
where  voluntary  efforts  on  their  own  no  longer  offer  promise. 

For  its  part,  the  AFL-CIO  is  prepared  to  consider  each  and  every 
proposal  that  purports  to  address  the  three  issues  of  cost,  access. 
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and  quality.  We  are  prepared  to  work  with  you  and  your  staff  to 
proceed  toward  these  goals. 
I  thank  you  for  the  opportunity  to  testify. 

[The  prepared  statement  of  Ms.  Ignagni  may  be  found  at  end  of 
hearing.] 

The  Chairman.  Thank  you  very  much.  You  have  to  leave  at 
12:30? 
Ms.  Ignagni.  Yes,  sir. 

The  Chairman.  Of  the  proposals,  does  the  AFL-CIO  support  a 
single  payor  kind  of  approach  to  health  care  reform? 

Ms.  Ignagni.  No,  sir.  We  have  not  made  any  decision  with  re- 
spect to  the  payor  issue.  Our  executive  board  has  determined  that 
rather  than  coming  in  with  a  full-blown  proposal  to  present  to  Con- 
gress, it  would  rather  offer  the  principles  I  reviewed  this  morning 
and  look  at  the  various  proposals  that  would  support  and  achieve 
those  objectives. 

Certainly  if  a  single  payor  could  pass  both  the  Houses  of  Con- 
gress, we  would  not  oppose  a  single  payor.  In  fact,  the  Federation 
has  had  a  long  track  record  of  supporting  fundamental  restructur- 
ing along  the  single  payor,  social  insurance  lines. 

However,  I  do  have  to  say  that  we  are  very  concerned  about  the 
urgency  of  the  problem.  We  want  to  stand  ready  to  support  each 
and  every  proposal  that  would  deal  with  the  health  care  inflation 
problem  and  set  us  on  the  road  to  universal  access. 

The  Chairman.  So  basically,  you  have  protected  all  of  your  op- 
tions. You  are  saying  the  present  system  needs  to  be  changed,  you 
stated  some  goals,  and  basically  you  want  to  look  at  all  of  the  dif- 
ferent approaches. 

As  I  understand  it  right  now,  all  of  the  different  proposals  that 
have  been  introduced,  you  are  reserving  judgment  on  all  of  them  at 
this  point? 

Ms.  Ignagni.  Yes,  sir.  And  if  you  will  allow  me,  with  respect  to 
the  issue  of  the  present  system  needing  change,  there  is  no  doubt 
that  we  believe  that.  However,  and  perhaps  it  is  difficult  to  glean 
from  a  piece  of  testimony,  we  do  have  some  very  specific  proposals 
about  the  extent  of  that  change. 

For  example,  we  have  done  some  real  thinking,  and  as  you  know 
we  have  had  a  series  of  hearings  around  the  country  or  this  issue 
and  we  believe  that  now  is  the  time  to  start  talking  about  setting 
up  Federal  regulations  for  intermediaries  and  all  of  those  who  pur- 
port to  provide  health  care  insurance  coverage. 

We  also  have  identified  a  major  problem  at  the  bargaining  table, 
which  is  that  on  both  sides — labor  and  management — there  are  a 
great  deal  of  proposals  being  offered  to  us  that  we  are  spending  a 
lot  of  time  and  money  analyzing  in  the  name  of  so-called  "managed 
care"  What  would  be  very  effective  is  for  Congress  to  take  a  look  at 
the  currency  of  the  HMO  law  and  begin  to  think  about  broadening 
and  developing  broad  managed  care  health  care  legislation.  It  is  ab- 
solutely clear  that  we  need  some  clarification  and  some  ability  for 
the  Government  to  impose  a  Good  Housekeeping  Seal  of  Approval 
on  entities  that  purport  to  offer  those  services. 

The  Chairman.  Thank  you.  Mr.  McCrery,  do  you  want  to  ask 
any  questions  before  she  leaves? 
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Mr.  McCrery.  No,  Mr.  Chairman. 

Ms.  Ignagni.  Thank  you,  Mr.  Chairman.  Again,  my  apologies, 
Mr.  Chairman,  for  having  to  leave. 

The  Chairman.  I  understand.  Everybody  is  running  crazy  here 
today.  Ms.  Jost. 

STATEMENT  OF  DIANA  C.  JOST,  EXECUTIVE  DIRECTOR,  OFFICE 
OF  GOVERNMENT  RELATIONS,  BLUE  CROSS  AND  BLUE  SHIELD 
ASSOCIATION 

Ms.  Jost.  Thank  you. 

I  am  Diana  Jost,  Executive  Director  of  the  Office  of  Government 
Relations,  Blue  Cross  and  Blue  Shield  Association.  We  represent 
the  73  Blue  Cross  and  Blue  Shield  plans  nationwide.  We  cover  70 
million  subscribers.  We  are  in  the  large  group,  small  group,  and  in- 
dividual market  in  every  single  State. 

We  are  pleased  that  you  invited  the  Blue  Cross  and  Blue  Shield 
system  to  participate  in  these  important  hearings.  It  is  particularly 
appropriate  that  the  Budget  Committee  is  examining  this  issue  be- 
cause time  after  time  our  plans  and  our  customers  tell  us  that  the 
No.  1  reason  people  do  not  have  access  to  care  is  because  of  cost. 

In  my  testimony,  I  point  out  that  as  a  historical  point,  that  the 
Blue  Cross  and  Blue  Shield  organization  was  created  in  the  depths 
of  the  Depression  in  response  to  the  severe  economic  problems  that 
we  faced  at  that  time. 

Developments  during  the  last  several  years  have  convinced  us 
that  fundamental  reform  in  the  health  delivery  and  financing 
system  is  absolutely  necessary.  In  my  full  statement,  I  lay  out  the 
historical  context.  And  the  reason  that  I  do  that,  I  think  it  is  im- 
portant in  a  public  policy  context  to  understand  the  supply  and 
demand  forces  that  we  have  set  in  motion  over  a  series  of  decades. 

It  was  our  public  policy  to  enact  the  Hill-Burton  program  to  fi- 
nance the  National  Institutes  of  Health,  to  issue  health  manpower 
grants,  and  we  set  in  motion  a  supply  strategy  that  significantly 
heated  up  the  engine. 

In  the  mid-1960's,  we  enacted  public  policy  on  the  demand  side 
when  we  passed  the  Medicare  and  Medicaid  laws,  which  stoked  the 
engine  even  further.  And  all  of  that  was  happening  at  a  time  in 
our  history  when  we  enjoyed  double-digit  economic  growth  and,  in 
fact,  health  care  inflation  was  moderate,  about  7  percent. 

We  find  now,  though,  that  these  demand  and  supply  decisions 
fueled  inflation.  Our  demographics  have  changed  significantly.  Eco- 
nomic growth  has  slowed,  and  health  care  expenditures  have  in- 
creased, resulting  in  very  significant  problems  of  affordability  and, 
therefore,  increasing  numbers  of  Americans  that  lack  health  insur- 
ance. 

In  my  testimony,  I  lay  out  in  some  detail  an  action  taken  by  the 
board  of  directors  of  the  Blue  Cross  and  Blue  Shield  Association  in 
February  of  this  year,  which  they  unanimously  approved  to  reform 
the  insurance  practices  in  the  small  group  market.  I  would  be 
pleased  to  answer  questions  on  this  in  the  question  and  answer 
period. 
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It  is  important  to  understand  that  many  of  these  reforms  would 
not  reduce  costs.  That  is  something  people  need  to  understand  as 
we  go  through  this  debate. 

The  position  we  have  taken  is  an  aggressive  position  on  our  part 
which  calls  for  very  substantial  reform  of  the  insurance  industry, 
both  the  underwriting  practices,  as  well  as  the  rating  practices. 
But  beyond  that,  we  in  Blue  Cross  and  Blue  Shield  are  committed 
to  a  broader  challenge  of  assuring  affordable  coverage  for  all  Amer- 
icans within  our  pluralistic  health  care  system.  And  we  do  endorse 
three  strategies. 

One  is  universal  access  for  all  Americans  through  a  combination 
of  public  and  private  programs.  Second,  we  should  drive  to  make 
benefit  coverage  more  affordable.  And  third,  we  have  to  assure  a 
well-functioning  and  competitive  insurance  market. 

Our  universal  access  strategy  should  be  related  to  the  employer 
base  system.  Most  uninsureds,  as  we  know,  are  workers  or  depend- 
ents. We  need  to  take  a  fresh  look  at  how  we  use  tax  subsidies  for 
that  structure.  We  need  to  look  at  the  question  of  continuity  of  cov- 
erage during  lapses  of  employment,  and  how  that  can  be  solved. 
We  need  to  look  at  efforts  to  improve  affordability  to  go  a  long  way 
to  easing  the  burden  on  the  employer. 

I  would  say  the  affordability  strategy,  our  second  point,  is  a 
tough  one.  We  need  to  strike  at  the  heart  of  the  price  utilization 
equation  by  more  effectively  managing  the  number  of  services  pro- 
vided, and  to  assure  the  quality  of  those  services. 

We  need  to  look  at  benefit  design  that  balances  the  competing 
needs  of  adequate  protection,  affordability,  and  incentives  for  ap- 
propriate services.  We  need  to  look  at  ways  to  streamline  paper- 
work requirements  placed  on  providers,  and  we  need  to  engage  all 
the  players  and  think  about  the  nature  of  the  incentives  that  drive 
the  system  and  how  to  change  the  behavior. 

In  conclusion,  what  I  would  point  out  is  there  has  been  a  lot  of 
discussion  recently  about  administrative  costs  of  our  current 
system.  Mrs.  Johnson  mentioned  it  also. 

Many  people  point  to  the  administrative  costs  of  insurers  as  a 
target  for  cost  savings,  and  question  the  fundamental  value  of  a 
private  health  insurance  system.  I  would  say  on  behalf  of  my  orga- 
nization, the  Blue  Cross  and  Blue  Shield  Plans,  they  are  very 
proud  of  our  record  in  providing  an  average  of  90  cents  in  benefits 
for  every  $1  in  health  benefits  premium. 

Our  third  point  is  to  assure  a  well-functioning  competitive  insur- 
ance market,  where  insurers  compete  on  the  basis  of  service  and 
cost  effectiveness  rather  than  on  the  selection  of  risks. 

In  conclusion,  Mr.  Chairman,  I  would  acknowledge  that  the  prob- 
lems of  the  uninsured  population  are,  indeed,  very  serious.  It  de- 
mands a  concerted  effort  by  both  the  private  sector  and  Govern- 
ment. And  we,  in  our  organization,  stand  ready  and  willing  to 
move  ahead  with  Government  to  develop  a  series  of  well-planned, 
coordinated  steps  to  assure  access  and  to  control  costs. 

The  Chairman.  Thank  you  very  much. 

[The  prepared  statement  of  Ms.  Jost  may  be  found  at  end  of 
hearing.] 
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The  Chairman.  Rather  than  break  into  the  testimony  of  the 
other  two  witnesses,  I  think  what  I  will  do  is  recess  now.  We  have 
to  vote.  I  believe  there  are  a  couple  of  votes,  and  we  will  reconvene 
after  the  next  few  votes.  Again,  I  apologize.  Hang  on,  we  will  get  to 
you. 

Mr.  McCrery.  Mr,  Chairman,  I  may  not  get  a  chance  to  get  back, 
so  if  you  don't  mind,  I  will  interject  at  this  point,  because  it  follows 
what  Ms.  Jost  has  talked  about. 

Something  that  has  struck  me,  in  all  the  testimony  we  have 
heard  this  morning,  is  that  not  much  has  really  been  said,  or  in  my 
opinion  offered  to  get  to  the  core  of  the  problem,  which  is  escalat- 
ing health  care  costs. 

We  have  heard  proposals  about  how  we  are  going  to  give  access 
to  the  working  poor,  and  how  we  are  going  to  mandate  employers, 
and  how  we  are  going  to  create  a  Government  program,  but  nobody 
has  really  talked  about  getting  the  cost  of  health  care  down. 

Ms.  Jost  has,  I  think,  very  generally,  and  I  look  forward  to  read- 
ing your  testimony  to  see  if  you  get  into  it  more  particularly,  but  I 
think  she  has  hit  on  the  problem,  and  that  is  that  many  of  the  pro- 
posals we  are  hearing  in  my  opinion  not  only  will  do  nothing  to  get 
health  care  costs  down,  they  may  even  have  the  reverse  effect  of 
further  escalating  health  care  costs. 

Blue  Cross,  as  you  stated,  was  invented  in  the  Depression  era  to 
cope  with  a  specific  problem  that  was  occurring  in  our  Nation  in 
the  Depression,  but  unfortunately,  like  a  lot  of  other  programs  that 
are  created  to  affect  particular  problems  at  a  particular  time,  once 
they  are  in  place  we  ignore  them  and  let  them  keep  going  and  they 
get  bigger  and  bigger  and  bigger,  and  before  you  know  it,  our 
whole  medical  system  is  driven  by  this  thing  that  was  created  in 
the  Depression  and  has  contributed  to  the  problem  of  escalating 
health  care  costs. 

Until  we  get  to  the  core  of  the  problem,  which  is  how  those  serv- 
ices are  provided  and  how  they  are  paid  for,  and  get  the  incentives 
back  in  the  program  to  get  health  care  costs  down  and  controlled,  I 
don't  think  we  are  going  to  do  much  for  the  budget  of  the  United 
States  or  for  access  and  quality  and  cost. 

I  just  wanted  to  get  that  in  while  I  had  a  chance. 

The  Chairman.  Thank  you,  Mr.  McCrery. 

We  will  adjourn  briefly  for  this  vote  and  reconvene  as  soon  as 
the  votes  are  completed. 

After  Recess 

The  Chairman.  If  I  may  ask  the  panel  to  reassemble  here,  I 
apologize  for  the  delay.  We  are  working  on  the  foreign  aid  bill.  We 
have  amendments  under  the  5-minute  rule.  Unless  you  get  unani- 
mous consent  to  package  those  votes,  they  will  come  fast  and  furi- 
ous. I  thought  I  would  come  back  and  hear  the  testimony.  Mr. 
Show. 
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STATEMENT  OF  GREGORY  SHOW,  OWNER  AND  PRESIDENT, 
ELECTRO-MANAGEMENT,  INC.,  PALM  SPRINGS,  CA,  AND 
MEMBER,  NATIONAL  FEDERATION  OF  INDEPENDENT  BUSI- 
NESS 

Mr.  Show.  Good  afternoon,  Mr.  Chairman.  I  am  Greg  Show.  I 
ask  these  statements  and  the  enclosures  be  submitted  for  the 
record. 

Electro-Management  is  owned  and  operated  by  Greg  and  Vicki 
Show.  We  specialize  in  electrical  construction  and  have  been  doing 
so  for  almost  13  years.  We  have  grown  from  a  small,  four=person 
shop  to  currently  employing  25  to  40  people,  depending  upon  the 
construction  market  and  our  work  load. 

In  1987,  in  an  effort  to  attract  and  retain  the  best  employees  in 
Palm  Springs,  we  decided  to  expand  coverage  for  most  of  those  em- 
ployees. In  order  to  control  costs  and  provide  incentives  to  employ- 
ees who  remain  with  our  company,  we  phase  in  the  company's  con- 
tribution over  a  period  of  time. 

WThen  a  new  employee  starts  with  us,  they  become  eligible  for  in- 
surance after  30  days  of  continuous  employment.  After  30  days, 
they  can  participate  in  our  health  plan  at  their  own  expense.  After 
6  months,  we  pay  50  percent  of  the  employee's  premium,  and  at 
the  end  of  1  year's  continuous  employment,  we  offer  to  pay  100  per- 
cent of  the  premium. 

From  the  employee's  standpoint,  this  practice  works  well,  be- 
cause they  can  be  insured  almost  immediately  and  are  rewarded 
for  length  of  service.  But  it  becomes  very  burdensome  to  the  com- 
pany due  to  the  increase  in  insurance  costs. 

One  problem  with  the  arrangement  is  that  after  6  months,  new 
employees  are  receiving  increases  in  salaries  and  don't  even  realize 
it.  In  the  past,  health  insurance  premium — in  the  past,  the  health 
insurance  premium  increase  alone  was  10  times  the  amount  of  our 
increase  in  profits,  sometimes  more  than  10  times. 

Further,  many  of  our  younger  employees  tell  me,  I  would  rather 
have  the  money  and  forget  about  the  insurance.  That  poses  a 
second  dilemma  for  us.  We  do  not  give  extra  money  in  lieu  of  in- 
surance, because  we  believe  that  all  of  our  employees  should  have 
insurance  if  they  qualify. 

The  bottom  line  is  simple.  We  provide  health  insurance  with 
trust  in  the  long  run  that  it  will  make  us  more  competitive,  be- 
cause we  can  and  do  attract  better  employees  in  an  industry  where 
currently  maybe  four  out  of  five  companies  do  not  provide  insur- 
ance. Health  insurance  is  a  valuable  fringe  benefit  for  us  that 
helps  us  stick  out  in  a  crowd.  We  also  feel  that  it  is  our  obligation 
to  provide  this  benefit. 

The  problem  for  us  and  other  small  employers,  however,  is  with 
the  rising  cost  of  insurance. 

Mr.  Chairman,  I  also  feel  compelled  to  tell  you  that  I  oppose  the 
pay-or-play  health  care  insurance  proposal  for  primarily  the  follow- 
ing reasons: 

The  first  one  is,  if  implicated,  our  business  would  drastically  be 
scaled  down  in  order  to  be  more  affordable  to  us,  thus  costing  jobs. 
I  am  completely  opposed  to  Federal  mandates.  I  can  barely  keep  up 
with  ever-changing  rules  and  regulations  as  it  stands  right  now. 
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The  second  reason  is,  we  do  not  believe  that  the  Federal  Govern- 
ment should  be  involved  in  providing  any  type  of  insurance  pro- 
gram, especially  mandated  through  business.  If  the  Government  is 
to  assist  in  changing  the  insurance  problem,  I  believe  it  should 
begin  by  mandating  tort  reform  at  the  State  level. 

The  third  reason  is,  given  the  current  state  of  the  Federal 
budget,  I  cannot  imagine  how  they  would  propose  to  initiate  and 
control  a  giant  fund  such  as  the  one  created  by  increasing  payroll 
taxes.  There  is  not  much  faith  in  the  spending  habits  of  the  Feder- 
al Government. 

Fourth,  I  do  believe  that  if  a  Government  body  is  going  to  have  a 
hand  in  health  insurance  issues,  it  should  be  at  the  State  level, 
without  mandating  increased  taxes  on  employers. 

Mr.  Chairman,  I  want  you  to  know  from  me  to  you  that  it  is  a 
tough  road  out  there  right  now.  My  business  is  down.  I  know 
others  are,  as  well.  That  is  why  you  probably  understand  when 
business  owners  say  they  have  to  cut  back.  I  can  tell  you  that  when 
you  get  nothing  but  increase  after  increase  for  unbelievable 
amounts  of  money  for  health  insurance,  the  first  thought  is  to  cut 
the  insurance  first. 

As  I  said,  we  now  have  currently  about  20  employees  and  over 
half  of  which  we  pay  insurance  for.  It  would  be  catastrophic  to 
them  and  to  us  to  cancel  insurance  benefits.  My  company  will  not 
do  that.  But  I  can  tell  you,  there  are  many  of  my  business  col- 
leagues that  are  currently  considering  just  that. 

There  there  are  those  of  us,  or  those  who  want  to  purchase  insur- 
ance for  their  employees,  but  are  pushed  away  by  the  potentially 
fatal  cost  increases  that  will  surely  and  shortly  be  forced  upon 
them. 

Sir,  our  people  are  very  important  to  us.  They  are  our  most 
valued  asset.  We  want  to  take  care  of  them  the  best  way  that  we 
can  for  their  loyalty  and  their  dedication. 

I  think  the  business  world  sympathizes  with  the  job  you  have  at 
hand,  but  we  must  do  something  fast  and  stop  the  procrastination. 
We  need  to  start  somewhere,  even  if  your  first-out  proposal  is  not 
totally  100  percent  successful,  at  least  you  will  have  begun  the 
task. 

Thank  you  for  inviting  me,  Mr.  Chairman.  It  was  an  honor. 

[The  prepared  statement  of  Mr.  Show  may  be  found  at  end  of 
hearing.] 

The  Chairman.  Thank  you  very  much,  Mr.  Show. 
The  Chairman.  Professor  Havighurst. 

STATEMENT  OF  CLARK  C.  HAVIGHURST,  WILLIAM  NEAL  REYN- 
OLDS PROFESSOR  OF  LAW,  DUKE  UNIVERSITY  SCHOOL  OF 
LAW 

Mr.  Havighurst.  Mr.  Chairman,  let  me  start  by  saying  that  I 
strongly  agree  with  the  premise  of  this  hearing,  namely,  there  is  a 
direct  link  between  the  high  cost  of  state-of-the-art  medical  care 
and  the  accessibility  to  health  services  for  the  American  people. 
The  high  cost  of  standard  medical  care  greatly  limits  our  ability  to 
provide  publicly  for  those  citizens  whose  economic  circumstances 
do  not  permit  them  to  provide  for  themselves.  Moreover,  many 
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Americans  who  could  afford  to  purchase  basic  health  coverage 
have  been  priced  out  of  the  market  by  the  unavailability  of  low- 
cost  options,  thus  adding  to  the  number  of  uninsured  for  whom 
some  provision  must  be  made.  This  Committee  has  wisely  noted  the 
crucial  connection  between  cost  and  access.  I  welcome  the  chance 
to  discuss  the  subject  with  you. 

The  focus  of  my  testimony  is  the  current  state  of  the  law  affect- 
ing the  purchasing  of  health  care.  My  thesis  is  that  the  health  care 
industry  is  currently  subject  to  a  seldom-recognized  kind  of  over- 
regulation  that  forecloses  the  offering  and  implementation  of  low- 
cost  health  care  options  that  would  otherwise  be  available  to  both 
public  and  private  purchasers.  If  low-cost  health  plans  were  avail- 
able, many  citizens  who  are  currently  uninsured  could,  with  appro- 
priate subsidies  provided  through  the  tax  system,  provide  adequate- 
ly for  themselves.  In  addition,  Governments — both  Federal,  State, 
and  local — could  more  readily  discharge  their  responsibility  to  the 
remainder  of  the  uninsured  population  at  a  reasonable  cost  to  the 
taxpayer.  Thus,  there  are  good  reasons  to  identify  and  try  to 
remove  regulatory  barriers  to  responsible  economizing  in  the  pur- 
chasing of  health  services. 

The  kind  of  overregulation  to  which  I  want  to  call  the  Commit- 
tee's attention  is  not  the  same  regulation  that  many  other  com- 
mentators have  blamed  for  the  high  cost  of  health  coverage.  I  do 
not  disagree,  however,  with  these  commentators'  view  that  State 
laws  prescribing  the  content  of  private  health  insurance  policies — 
so-called  mandated  benefit  laws — contribute  to  higher  costs  and  to 
reduced  access. 

But  my  remarks  today  are  directed  to  a  different  and  less  widely 
appreciated  kind  of  regulation,  which  also  precludes  responsible 
economizing  not  only  by  health  care  consumers  and  their  agents, 
but  also  by  public  programs  for  financing  health  services.  The  over- 
regulation  that  I  am  concerned  with  is  not  statutory.  Instead,  it  is 
imposed  by  courts  and  by  the  legal  system  through  malpractice  liti- 
gation and  through  lawsuits  against  third-party  payers  over  cover- 
age issues.  By  prescribing  unrealistic  legal  duties  for  health  care 
providers  and  for  public  and  private  health  plans,  and  by  simulta- 
neously threatening  not  to  give  effect  to  the  terms  of  private  con- 
tracts that  might  specify  alternative  obligations,  courts  have 
blocked  some  of  the  most  promising  avenues  to  economizing  in  the 
purchasing  of  health  care. 

Although  the  problem  of  defensive  medicine  practiced  under  the 
compulsion  of  the  law  of  medical  malpractice  has  been  widely 
noted  and  is  a  reflection  of  the  overregulation  I  am  talking  about, 
the  larger  problem  of  judicial  overregulation  has  rarely  been  iden- 
tified with  the  clarity  it  deserves.  In  my  view,  the  legal  system  is 
forcing  Americans  to  purchase  either  coverage  entitling  them  to 
first-class,  state-of-the-art  medical  care  or  no  coverage  at  all.  Now, 
for  most  of  us,  that  is  merely  a  Hobson's  choice — we  take  the  one 
option  that  is  available.  But  for  many  others,  the  absence  of  op- 
tions means  going  bare  in  a  potentially  cruel  world. 

Mr.  Chairman,  recent  years  have  seen  many  new  techniques  for 
economizing  in  purchasing  health  care  emerge,  but  there  still  re- 
mains a  combination  of  circumstances  and  legal  rules  that  inhibits 
public  and  private  attempts  to  achieve  efficiency  in  the  use  of  re- 
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sources  for  health  care  purposes.  One  crucial  problem  to  which  I 
want  to  call  the  Committee's  attention  is  the  limited  utility  of  pri- 
vate contracts  as  instruments  for  specifying  standards  and  rules  to 
govern  particular  relationships  between  consumers,  payers,  and 
providers.  Vital  terms  of  these  relationships  are  still  prescribed — 
despite  all  the  efforts  at  managing  care — not  by  the  parties  them- 
selves, but  by  the  courts  borrowing  standards  wherever  necessary 
from  the  medical  profession.  In  litigation  initiated  by  patients 
either  against  providers  for  malpractice  or  against  payers  to 
compel  coverage  for  particular  services,  the  legal  system  regularly 
gives  professional  norms  and  standards — even  ill-defined  or  poorly 
conceived  ones — virtually  the  same  mandatory  effect  that  official 
public  regulations  would  have.  Because  the  law  effectively  pre- 
cludes health  care  consumers  from  choosing  to  have  their  care  gov- 
erned by  other  standards,  it  effectively  denies  them  opportunities 
for  responsible  economizing. 

Normally,  of  course,  private  contracts  are  the  means  by  which 
purchasers  specify  in  advance  the  precise  characteristics  of  the 
goods  or  services  they  are  purchasing.  As  things  now  stand  in  the 
health  sector,  however,  consumers  and  their  agents  are  unable,  as 
a  practical  matter,  to  authorize  by  contract  providers  to  omit  or 
payers  not  to  pay  for  services  that  are  of  doubtful  or  only  slight 
value,  if  those  services  are  seemingly  mandated  by  professional 
standards.  Most  lawyers  would  tell  you  that  contracts  that  purport 
to  vary  the  standard  of  care  applicable  to  health  care  providers — or 
to  let  health  care  plans  off  the  hook  for  care  that  seems  to  have 
been  prescribed  responsibly  by  the  doctor — would  face  rough  going 
in  the  courts. 

Mr.  Chairman,  the  professional  norms  and  standards  that  gener- 
ally bind  physicians  and  payers  in  the  current  legal  environment 
are  unsatisfactory  from  virtually  every  point  of  view.  They  are 
hopelessly  vague  and  unpredictable.  Because  they  are  vague,  they 
induce  physicians  to  practice  what  we  call  ''defensive  medicine," 
which  may  entail  expenditures  far  beyond  what  the  law  would  ac- 
tually require— as  doctors  try  to  avoid  getting  entangled  with 
standards  they  do  not  understand  and  cannot  find  written  down 
anywhere.  The  elasticity  of  professional  norms  may  also  make 
payers  feel  they  have  to  pay  for  everything  a  doctor  recommends 
unless  they  can  show  a  very  clear  reason  why  that  prescription  was 
inappropriate  medically.  In  other  words,  the  burden  of  proof  is 
always  on  the  payer,  and  it  is  a  very  high  burden  of  proof  once  you 
go  to  court. 

And  even  when  the  professional  standards  are  relatively  clear, 
they  may  not  be  efficient.  They  may  be  quite  unsuitable  for  many 
purchasers.  Having  emerged  in  a  market  that  is  distorted  by  third- 
party  financing,  the  standards  of  customary  medical  practice  do 
not  adequately  take  into  account  the  marginal  tradeoffs  between 
benefits  and  costs.  Moreover,  professional  standard-setting  organi- 
zations, to  whom  we  look  for,  say,  practice  guidelines,  have  no  in- 
centive, nor  are  they  likely  voluntarily,  to  set  standards  that  econo- 
mize in  significant  ways.  And  because  cost  considerations  are  not 
weighed  very  heavily  in  medical  decisionmaking  at  any  level — 
given  insurance  and  all  the  other  things  that  prevent  costs  from 
being  considered  in  making  choices — Americans  tend  to  consume 
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many  more  medical  services  of  very  doubtful  use  than  they  would 
buy  if  they  had  good  information  and  unrestricted  opportunities  to 
economize. 

Mr.  Chairman,  what  I  am  offering  is  an  explanation  for  the  cost 
problem  that  is  very  different  from  these  that  you  normally  hear.  I 
am  telling  you  that  it  is  the  legal  system  that  is  telling  the  Ameri- 
can consumer  he  must  buy  a  Cadillac  or  nothing.  Many  people,  un- 
fortunately, have  had  to  choose  nothing.  That  is  a  major  cause  of 
the  access  problem  that  concerns  us. 

Now,  I  want  to  suggest  that  we  need  to  do  a  number  of  things  to 
make  more  options  available  in  the  private  market.  The  testimony 
that  I  submitted  proceeds  to  discuss  some  ways  in  which  consumers 
might  economize  if  private  contracts  were  available  as  mechanisms 
whereby  they  could  write  the  deal  that  they  want  as  opposed  to 
taking  some  version  of  the  Cadillac  that  the  industry  is  required  by 
law  to  provide. 

Let  me  take  you  briefly  through  some  things  that  consumers 
might  do.  First,  I  would  like  to  see  experimentation  with  contrac- 
tual reform  of  malpractice  rights.  It  is  quite  feasible  for  private 
contracts  to  introduce  the  same  kinds  of  reforms  that  some  State 
legislatures  have  introduced  and  that  many  in  Congress  would  like 
to  see  adopted  nationally.  But  that  could  be  done  privately  by  a 
health  plan  that  agrees  with  consumers  that  it  and  its  providers 
will  not  pay  damages  beyond  a  certain  point. 

One  could  imagine  many  other  contractual  reforms  of  existing 
tort  rules  that  would  minimize  the  impact  of  tort  law  on  particular 
providers  and  consumers.  I  can  imagine  a  contract  that  would  pro- 
vide not  for  ordinary  tort  reform  but  for  an  entirely  different  kind 
of  compensation,  no  fault  compensation,  compensation  without 
regard  to  fault  whenever  certain  injuries  occur.  Such  an  arrange- 
ment could  be  adopted  privately  by  contracts  displacing  the  tort 
system.  I  think  we  should  be  inviting  reforms  of  this  kind. 

Most  important,  private  contracts  could  clarify  or  modify  the 
very  costly  standard  of  care — the  professional  standard  of  care  that 
applies  in  malpractice  cases  or  the  standard — again,  a  more  or  less 
professional  standard — that  defmes  a  payer's  obligation  to  pay  for 
everything  that  is  medically  necessary. 

Customers  need  the  freedom  to  economize,  to  decide  not  to  buy  so 
much,  and  to  commit  themselves  to  a  plan  that  doesn't  give  them 
all  that  they  might  expect  to  get  under  the  professional  standard 
that  generally  prevails  today.  In  this  connection,  Mr.  Chairman, 
practice  guidelines  strike  me  as  offering  an  exciting  new  opportuni- 
ty. One  can  imagine  practice  guidelines  developed  by  various 
groups  throughout  the  health  care  sector  that  wouldn't  necessarily 
agree  on  every  point.  Such  guidelines  might  present  different  ap- 
proaches to  different  problems,  some  more  economical  than  others. 
In  other  words,  some  practice  guidelines  might  incorporate  cost 
considerations  that  the  medical  profession's  own  guidelines  are  un- 
likely to  incorporate.  To  my  mind,  selected  practice  guidelines 
could  be  incorporated  by  explicit  reference  in  private  contracts  and 
would  then  become  the  standard  that  would  govern  the  payer's  and 
the  providers'  obligation.  In  a  tort  suit,  the  physician  could  cite 
those  guidelines  as  a  defense  rather  than  having  to  be  judged  with 
reference  to  the  customary  practices  of  his  profession. 
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When  Mr.  Waxman  talks  about  guidelines,  as  he  did  this  morn- 
ing, he  is  thinking  about  a  single  set  of  guidelines  to  govern  all 
medical  care  in  America.  I  think  that  would  be  regrettable.  It 
seems  to  me  the  better  idea  is  to  allow  reliable  private  groups — 
with  Government  participating  as  it  already  does  through  the 
Agency  for  Health  Care  Policy  and  Research — to  produce  distinc- 
tive guidelines  and  make  them  available  for  those  private  interests 
that  choose  to  adopt  them.  Guidelines  would  then  represent  a  new 
technology  allowing  consumer  groups  to  exercise  choice — we  make 
the  choices  they  have  been  denied  by  practical  circumstance  and  by 
the  judicial  hostility  to  private  contacts  in  the  past. 

What  I  see  in  the  guideline  movement  is  an  exciting  opportunity 
for  economizing  at  the  private  level  in  ways  that  have  not  been 
possible  before.  I  think  we  should  encourage  this  movement  with 
this  opportunity  in  mind.  This  could  solve  many  of  our  access  prob- 
lems and  put  us  on  the  road  to  finding  truly  efficient  standards  of 
medical  care  that  we  have  not  had  up  to  now. 

Let  me  say  just  a  couple  of  things  about  what  Congress  might  do 
to  advance  these  objectives.  What  I  have  been  talking  about  up  to 
now  is  what  private  parties  might  do  in  contacting  for  care.  Sena- 
tor Domenici  introduced  a  bill  a  week  or  so  ago  that  I  find  quite 
exciting.  It  is  S.  1232,  Mr.  Chairman  and  I  will  submit  a  copy  for 
the  record.  The  main  purpose  of  the  bill  is  to  require  all  medical 
malpractice  cases  that  the  Federal  Government  can  reach  be 
brought  in  alternative  dispute  resolution  forums  rather  than  in 
court.  Athough  I  would  like  to  call  your  attention  to  that  provision, 
there  are  also  provisions  in  the  bill  that  contemplate  contracting 
for  an  alternative  standard  of  care.  In  other  words,  private  parties, 
private  health  plans  could  establish  a  standard  of  care  different 
from  that  prevailing  in  the  particular  State.  The  Domenici  bill  also 
mentions  practice  guidelines  specifically,  and  suggests  that  they 
might  provide  the  standard  of  care  that  would  govern  whether  a 
malpractice  suit  would  succeed  or  not.  Finally,  the  Domenici  bill 
also  contemplates  the  possibility  that  a  private  health  plan  might 
adopt  a  no-fault  compensation  scheme  instead  of  staying  with  the 
fault-based  system. 

Finally,  Mr.  Chairman,  my  testimony  also  suggests  that  need  for 
a  vast  public  educational  effort.  I  would  suggest,  in  fact,  the  cre- 
ation of  a  Presidential  Commission,  comparable  to  the  Commission 
on  bioethics  that  President  Carter  appointed  back  in  the  1970's. 
The  purpose  of  a  new  Commission,  as  I  see  it,  would  be  to  publicize 
the  many  emerging  opportunities  to  economize  safely  and  rational- 
ly, in  purchasing  health  care.  I  see  a  need  to  call  consumers'  atten- 
tion to  the  fact  that  the  professional  standard  is  very  high,  prob- 
ably more  costly  than  is  a  good  investment  for  most  Americans; 
and  then  to  encourage  people  to  explore  other  ways  of  buying  care. 

The  other  purpose  of  this  Commission  would  be  to  legitimize  both 
private  and  public  efforts  to  buy  a  little  less  in  order  to  save  a  lot.  I 
see  a  need  to  begin  to  make  people  comfortable  with  the  idea  that 
they  might  buy  less  medical  care  than  the  medical  professional 
thinks  they  should  have. 

In  all  the  talk  I  have  heard  today— I  think  this  was  Mr. 
McCrery's  point  earlier — cost  control  was  either  ignored  or  it  was 
suggested  that  you  can  have  it  without  sacrificing  anything.  It 
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seems  to  me  that  one  has  to  be  aware  there  are  significant  trade- 
offs here.  Until  we  are  wilHng  to  face  the  fact  that  we  may  have  to 
give  up  some  marginal  benefits — may  have  to  take  some  small 
risks — in  order  to  save  money  for  other  purposes,  we  may  not  be 
able  to  address  the  cost  problem  effectively. 

Lost  containment  is  a  difficult  problem  in  any  event.  It  seems  to 
me  that  it  can  best  be  addressed  in  the  private  sector  and  in  pri- 
vate contacts.  Practice  guidelines  may  give  us  for  the  first  time  the 
tools  we  need  to  finally  begin  to  make  real  headway  in  finding 
places  where  we  can  economize  safely.  I  strongly  believe  that 
people  must  be  given  tools  with  which  to  solve  the  cost  problem  for 
themselves  without  looking  to  Government  to  decide  what  medical 
care  is  best  for  all  of  us.  Economizing  tools  are  an  essential  first 
step  in  addressing  the  access  problem  that  has  become  so  severe 
today.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you. 

[The  prepared  statement  of  Mr.  Havighurst  may  be  found  at  end 
of  hearing.] 

The  Chairman.  Professor,  let  me  ask  you,  as  an  attorney  myself, 
I  am  trying  to  figure  out  how  you  would  define  a  standard  of  care 
into  a  contract. 

Mr.  Havighurst.  I  tried  to  write  one  once.  It  was  an  interesting 
thing  to  do.  I  said  for  a  HMO,  for  example,  that  the  plan's  and  its 
doctors'  responsibility  to  the  patient  was  to  be  reasonable  and  pru- 
dent in  treating  him;  but  not  necessarily  to  follow  customary  prac- 
tice. You  know,  if  you  know  your  tort  law,  that  the  courts  usually  a 
doctor  to  do  what  is  customary  in  the  profession.  As  we  know,  how- 
ever, a  lot  of  things  that  are  customary  may  not  be  worth  doing. 
There  really  is  a  lot  of  waste  out  there,  an  HMO  ought  to  be  free  to 
proceed  otherwise.  My  draft  contract  want  on  and  had  a  few  other 
provisions  that  tended  to  legitimize  departures  from  custom.  I 
think  in  court  they  might  have  helped. 

I  think  that  in  the  long  run — it  is  too  early  to  be  sure — the  prac- 
tice guideline  idea  may  have  even  more  potential.  Using  guidelines 
we  could  be  quite  specific  about  how  each  condition  should  be 
treated. 

The  Chairman.  What  do  you  actually  do  then?  Look  at  a  condi- 
tion like  you  know,  a  person  who  has  a  stomach  problem  or  what 
have  you,  and  then  dictate  what  would  be  a  reasonable  number  of 
X-rays?  What  would  be  a  reasonable  

Mr.  Havighurst.  Yes.  I  am  not  enough  of  a  physician,  but  I  have 
talked  about  this  enough  with  the  people  working  in  the  guideline 
movement  who  know  the  progress  and  potential  in  this  area.  They 
seem  to  be  willing  to  explore  the  feasibility  of  actually  putting  this 
much  weight  on  guidelines.  They  do  not  deny  that  it  might  work  in 
time. 

But  the  thought  would  be  that  the  plan  could  undertake  in  the 
contract  to  adhere  to  the  guidelines  issued  and  maintained  by  a 
particular  organization.  And  that  would  then  become  the  standard 
for  judging  both  the  payers'  obligations  and  the  provider's  obliga- 
tions. I  don't  suppose  anyone  would  think  you  would  go  to  the  con- 
tact every  time  that  a  patient  had  to  be  treated,  but  it  would  create 
a  ballpark,  giving  a  sense  of  just  how  much  care  is  called  for.  It 
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would  leave  out  some  MRI  scans,  and  other  things  that  would  prob- 
ably be  provided  now  because  doctors  fear  that  that  is  what  the 
courts  would  expect. 

This  is  an  idea  I  think  that  has  real  potential,  but  it  also  needs 
to  be  tested  and  worked  with. 

The  Chairman.  Yes.  I  am  sure. 

Mr.  Havighurst.  The  important  thing  is  

The  Chairman,  I  can't  imagine  if  you  are  following  a  certain 
standard  with  regard  to  negligence  and  you  have  a  document — it 
does  depend  upon  almost  each  individual  case.  Each  case  does  vary. 
You  know  diagnosis  varies.  The  doctor  has  to  assume,  wait  a 
minute,  I  may  need  to  have  an  additional  scan  here;  I  may  need 
additional  X-rays  in  order  to  make  a  judgment.  I  guess  it  is  so  diffi- 
cult. 

Mr.  Havighurst.  I  think,  as  in  any  ongoing  relationship  such  as 
we  would  have  here,  there  would  be  a  reasonable  amount  of  flexi- 
bility. I  don't  think,  as  I  say,  you  go  to  the  contract  every  time.  I 
think  it  is  important  to  think  about  these  guidelines  as  setting  a 
tone  for  the  enterprise,  you  would  also  want  to  encourage  your 
physicians  to  be  more  than  just  cooks  following  a  recipe.  The  im- 
portant thing  is  to  take  away  the  malpractice  threat  at  the  margin 
and  to  give  payers  a  better  basis  for  limiting  what  they  will  pay 
them. 

The  Chairman.  I  have  another  vote  that  is  on  and  a  few  minutes 
left. 

Mr.  Show,  I  guess  the  question  in  my  mind  is  that,  you  know, 
recognizing  the  problems  that  businesses  are  facing  out  there,  I 
guess  the  question  is.  Where  do  we  go  to  pay  for  the  kind  of  system 
that  would  be  able  to  cover  employees  at  a  minimum  cost?  Where 
do  we  go?  Who  is  going  to  pay  for  it? 

Mr.  Show.  I  believe  that  if  you  control  the  costs  of  health  insur- 
ance, just  like  the  Professor  was  just  talking  about,  the  people  I 
work  with,  you  know,  in  the  construction  industry,  anyway,  in  an 
effort  to  get  the  good  employees  and  the  reliable  people,  they  are 
going  to  supply  and  provide  those  people  with  insurance,  and  there 
would  have  to  be — I  think  at  the  State  level,  a  fund  or  a  tax  at  the 
consumer  level  to  where  everybody  helps  pay  for  the  people  that 
fall  through  the  cracks  and  don't  meet  those  qualifications. 

I  know  they  would — that  they  would  furnish  insurance,  but  they 
are  just  right  now  

The  Chairman.  And  help  pay  for  that  insurance? 

Mr.  Show.  I  don't  know  what  you  mean. 

The  Chairman.  In  other  words,  there  would  be  an  employer  con- 
tribution. You  would  make  a  contribution? 

Mr.  Show.  No,  no.  The  contribution  would  be — for  the— the — the 
people  that  fall  through  the  cracks  would  be  on  an  increased  tax. 
In  California,  we  had  the  earthquake  tax  to  help  out  that. 

The  Chairman.  In  other  words,  you  would  go  to  the  general 
public? 

Mr.  Show.  Absolutely.  So  everybody  is  responsible  for  their  own 
individual  insurance. 
The  Chairman.  All  right. 

All  right.  Again,  thanks  to  all  of  you.  I  really  appreciate  it.  I 
wish  we  had  more  time.  We  have  a  crazy  schedule.  I  do  appreciate 
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e  testimony.  It  is  very  helpful.  It  will  continue  to  be  helpful  to  us 
we  try  to  look  to  the  future. 

We  will  proceed  with  this  as  soon  as  I — we  have  another  vote  on 
w.  It  will  probably  be  followed  by  another  vote.  I  will  keep 
tning  back.  We  will  try  to  get  this  done  incrementally,  if  we 
nnot  get  it  done  all  at  once. 

After  Recess 

The  Chairman.  The  Committee  is  continuing  its  hearings  with 
^ard  to  health  care  costs  and  access.  We  now  have  Humphrey 
lylor,  President  and  Chief  Operating  Officer  of  Louis  Harris  & 
isociates,  to  get  the  feel  of  the  public's  mood  on  this  issue. 
We  apologize  for  the  delay,  but  you  have  been  up  here  enough 
nes  to  know  what  the  process  is.  Welcome,  and  you  may  proceed 
th  your  statement. 

STATEMENT  OF  HUMPHREY  TAYLOR,  PRESIDENT  AND  CHIEF 
OPERATING  OFFICER,  LOUIS  HARRIS  &  ASSOCIATES 

Mr.  Taylor.  Thank  you,  Mr.  Chairman. 

You  should  know  that  for  the — this  country,  we,  the  Harris  firm, 
ve  not  done  any  polling  for  political  candidates  since  1963,  when 
e  candidate  who  lost  to  Mr.  Harris'  client  told  the  media,  very 
accurately,  that  they  would  not  have  him  to  kick  around  any 
Dre. 

However,  30  percent  or  more  of  all  revenues  in  the  United  States 
me  from  our  work  in  the  health  care  field.  Our  health  care  cli- 
ts  include  drug  companies,  insurors,  HMOs,  hospitals,  founda- 
>ns,  universities  and  Federal  and  State  government.  So  I  should 
irn  you  I  may  be  a  hired  gun  for  those  with  a  vested  interest  in 
eping  the  $600  to  $700  billion  we  spend  on  health  care  growing 
a  rapid  rate. 

The  public  wants  four  things  from  the  health  care  system:  Acces- 
)ility,  quality,  affordability,  and  one  thing  that  is  not  talked 
out  much,  security. 

People  want  easy  access  to  reasonable  quality  care  at  an  afford- 
le  cost,  and  the  peace  of  mind  that  they  won't  lose  their  health 
Burance  and  that  they  won't  be  wiped  out  financially  by  their 
alth  care  costs. 

On  quality,  the  system  does  reasonably  well.  Most  people  are 
ry  or  somewhat  satisfied  with  the  quality  of  care  and  the  services 
at  they  use. 

On  accessibility,  there  are  two  different  stories.  On  the  one  hand, 
e  great  majority  are  satisfied  with  their  own  access  to  care.  On 
e  other  hand,  there  is  a  widespread  and,  of  course,  accurate  per- 
ption  that  many  people  do  not  have  health  insurance  and  many 
hers  are  underinsured.  60  million  people  have  no  insurance  at 
me  point  in  time. 

Overwhelmingly,  people  say  that  is  unacceptable.  Virtually  ev- 
yone,  97  percent,  now  believes  that  health  insurance  is  a  right  to 
lich  everyone  should  be  entitled,  and  obviously,  many  people 
•n't  have  it,  including  many  working  people  and  their  depend- 

LtS. 
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On  cost,  there  is,  of  course,  much  dissatisfaction,  with  out-of- 
pocket  costs  to  the  consumer,  with  the  cost  to  the  taxpayer,  and 
with  the  rate  of  inflation. 

In  that  context,  there  is  much  talk  about  the  trend  toward  man- 
aged care,  but  contrary  to  what  you  might  imagine  from  reading 
the  papers,  the  fastest  trend  is  not  the  trend  toward  managed  care, 
HMOs  or  PPOs,  it  is  actually  the  trend  toward  greater  cost  shar- 
ing, which  is  really  a  euphemism  for  cost-shifting  by  employers  to 
their  employees,  and  one  unintended  consequence  of  this  cost-shift- 
ing is  that  it  is  fueling  public  dissatisfaction  with  the  system  and 
increasing  the  demand  for  radical  change  in  the  system,  and 
indeed  support  for  Government,  on  both  universal  coverage  and 
cost  containment. 

Higher  out-of-pocket  costs  are  becoming  a  considerable  barrier 
toward  getting  care.  In  a  survey  conducted  by  an  organization 
called  the  Gallup  poll,  29  percent  report  they  put  off  getting  some 
kind  of  health  care  which  they  believed  they  needed  because  of  the 
cost  during  the  previous  12  months.  That  is  a  large  number. 

Now,  in  addition  to  cost,  access  and  quality,  I  would  like  to  say 
just  a  word  about  the  fourth  criteria,  security.  Fear  of  losing  one's 
health  insurance  is  now  a  major  concern.  In  one  poll;  fear  of  losing 
one's  insurance  came  up  as  an  even  higher  concern,  a  bigger  con- 
cern than  the  out-of-pocket  cost  of  care. 

I  might  add  that  concern  about  the  lack  of  long-term  insurance 
for  nursing  home  care  and  home  care  is  also  increasing  as  the 
public  becomes  better  informed  on  what  Medicare  does  not  pay  for, 
and  as  more  middle-aged  Americans  worry  about  their  own  par- 
ents. 

I  believe  that  the  public  attitudes  to  the  health  care  system  are 
directly  determined  by  these  four  criteria,  and  on  three  of  the  four, 
cost  access  and  security,  it  measures  up  badly  to  public  expecta- 
tion, and  things  are  getting  worse. 

On  only  one  of  them,  quality,  is  the  public  generally  satisfied.  If 
you  remember,  our  research  that  we  have  done  convinces  me  that 
over  the  next  few  years,  numbers  of  uninsured  will  continue  to 
grow,  costs  will  continue  to  rise  rapidly,  as  will  fear  of  losing  our 
insurance. 

We  have  also  done  a  number  of  surveys  of  employers,  and  these 
surveys  point  to — paint  a  picture  of  employers  as  cranky,  confused, 
aimless,  and  forgive  me,  spineless.  There  are  some  honorable  excep- 
tions, but  not  many.  They  are  cranky  because  their  costs  are  going 
up  at  such  a  high  rate. 

They  are  confused  because  they  don't  understand  why  this  is 
happening  to  them.  Most  of  the  solutions  peddled  to  them  haven't 
worked.  And  they  are  aimless  in  that  most  of  them  have  no  real 
strategies  for  dealing  with  the  problem. 

They  are  more  concerned  to  limit  next  year's  increase  than  in 
addressing  the  underlying  causes  of  their  problems,  and  they  are,  I 
fear,  spineless  in  that  even  when  they  know  some  of  the  things 
they  should  be  doing,  when  they  understand  what  types  of  man- 
aged care  work  best,  they  are  very  reluctant  to  take  these  some- 
what tough  decisions. 

Most  employers  are  more  part  of  the  problem  than  the  solution. 

The  Chairman.  Sounds  like  Congress  as  well. 
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Mr.  Taylor.  I  might  add  that  surveys  of  small  businesses  do  not 
luggest  that  many  small  businesses  who  currently  do  not  insure 
heir  employees  or  dependents  will  do  so  even  if  we  can  reduce  the 
;ost  of  health  insurance  for  small  businesses,  even  if  we  have  sub- 
;tantial  small  business  reform. 

I  fear  that  if  you  don't  mandate  it,  they  won't  do  it.  I  talked  ear- 
ier  about  the  four  factors  which  shape  public  reaction  to  the 
lealth  care  system,  but  what  do  people  think  of  the  system?  To  put 
t  bluntly,  they  think  it  is  a  disaster.  Two  Harris  surveys  have 
ihown  that  the  American  health  care  system  is  exceptionally  un- 
)opular,  both  in  absolute  terms  and  when  we  compare  it  to  systems 
n  other  countries. 

Our  surveys  of  the  public  in  10  different  countries  asked  which 
)f  three  phases  best  describe  the  different  health  care  systems 
here.  The  proportions  of  the  public  in  these  countries  who  believe 
hat  the  health  care  system  works  pretty  well  varies  from  56  per- 
:ent  in  Canada  to  a  low  of  only  10  percent  in  the  United  States. 

Most  Americans,  60  percent,  replied  that  there  are  some  good 
hings  in  our  health  care  system,  but  fundamental  changes  are 
leeded  to  make  it  better,  while  more  than  a  quarter  take  a  more 
jxtreme  position,  that  it  has  so  much  wrong  with  it  that  we  need 
0  completely  rebuild  it. 

It  is  not  only  uniquely  expensive,  it  is  also,  along  with  the  Italian 
ystem,  the  most  unpopular.  Americans  then  are  almost  unani- 
nous,  and  9  out  of  10  is  pretty  unanimous,  in  believing  that  funda- 
nental  reform  is  needed. 

But  they,  like  all  of  the  experts,  and  you  have  heard  some  of 
hem  today,  are  much  less  certain  in  what  shape  reform  should 
ake.  The  problems  are  pretty  obvious,  the  solutions  are  not,  and 
)ne  is  reminded  of  H.L.  Mencken's  comment  that  for  every  com- 
)lex  and  difficult  problem,  there  is  a  simple  solution,  and  it  is 
vrong. 

Most  people  support  Government-financed  health  insurance,  Ca- 
ladian-style,  and  also  a  plan  for  a  mandatory  employer-provided 
coverage  with  the  Government  looking  after  everyone  else,  as  was 
)riginally  proposed  by  President  Nixon  back  in  1973. 

If  forced  to  choose  between  these  two  alternatives,  a  plurality  but 
lot  a  majority  favors  a  universal  Government-financed  option.  You 
lave  a  chart  at  the  back  of  my  text  which  shows  the  numbers.  But 

would  warn  you  this  could  easily  change  up  or  down  as  the 
lebate  develops  over  the  next  couple  of  years. 

You  may  also  know  that  the  polls  have  been  looking  at  public 
ittitudes  to  various  forms  of  national  health  insurance  for  over  40 
r^ears,  and  they  show  that  support  for  it  today  in  whatever  form 
)ne  asks  the  question,  is  stronger  than  it  has  ever  been  before. 

As  you  may  have  guessed  by  now,  I  haven't  always  lived  in  New 
^ork  City.  In  my  professional  work  at  Harris,  I  have  studied  in 
considerable  detail  the  many  ways  in  which  health  care  systems 
around  the  world,  particularly  Canada,  Western  Europe,  and 
Japan,  operate,  and  I  have  written  at  some  length  on  the  subject. 

There  is,  to  me,  absolutely  no  mystery  on  the  question  of  why 
the  U.S.  system  not  only  fails  to  cover  all  its  citizens,  but  also  costs 
so  much  more  than  other  systems.  Among  them,  many  factors 
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which  are  literally  or  almost  literally  unique  to  the  United  States 
are  the  following: 

The  malpractice  and  tort  system,  the  very  high  administrative 
costs  you  have  heard  about  in  the  GAO  report,  the  extraordinarily 
high  fees  we  pay  doctors  and  hospitals  in  this  country,  much 
higher  than  in  other  countries,  the  high  prices  Americans  pay  for 
drugs,  second  only  to  those  paid  in  the  Netherlands,  much  higher 
capital  spending  on  hospitals  and  equipment,  the  number  of  tests 
and  very  expensive  procedures  performed,  and  there  is  now  a  grow- 
ing body  of  evidence  that  many  of  these  are  inappropriate  or  mar- 
ginal, the  very  high  ratio  of  specialists  to  primary  care  givings, 
again  unique  to  this  country,  amount  of  care  we  provide  to  patients 
in  the  last  30  days  of  their  lives,  and  the  enormous  expense  of  that 
cost  which  many  would  argue  is  not  even  humane,  the  high  level  of 
unused  hospital  capacity,  the  800  and  growing  State  mandates  of 
what  insurance  must  cover,  the  level  of  fraud  by  providers  and  pa- 
tients, estimated  at  10  percent  by  the  health  insurance  industry, 
the  absence  of  expenditure  caps  or  budgets  for  providers  or  payors, 
which  every  other  country  has. 

It  is,  I  believe,  the  high  cost  generated  by  all  these  uniquely 
American  attributes  which  makes  it  so  difficult  to  find  the  extra 
money  to  pay  for  universal  coverage. 

Fortunately,  I  believe  the  public,  if  not  the  interests  involved, 
would  favor  changing  many  of  these  factors.  Given  this  list,  why 
haven't  we  done  an5i:hing  to  control  costs?  As  Senator  Mitchell 
said,  we  need  a  consensus,  not  just  on  the  fact  that  we  have  a  prob- 
lem to  fix,  but  also  on  what  the  solutions  are  to  the  problem,  and 
even  more  difficult,  on  how  to  pay  for  those  solutions. 

And  to  date,  the  only  consensus  that  we  have  is  that  we  have  a 
problem  of  high  costs  and  poor  insurance  coverage.  The  public, 
business,  health  care  industry,  doctors,  all  disagree  on  the  causes  of 
the  cost  problem,  and  therefore  on  the  solutions.  Doctors  wouldn't 
mind  at  all  if  health  care  costs  keep  on  growing.  They  would  wel- 
come universal  coverage,  but  they  want  to  be  left  to  practice  medi- 
cine with  less  interference  from  Government,  employers  and  insur- 
ors. 

Business  leaders  tend  to  favor  changing  financial  incentives  and 
penalties  for  both  consumers  and  providers,  that  is,  doctors  and 
hospitals,  to  make  them  behave  more  cost-effectively. 

Many  economists  feel  we  need  to  limit  the  use  of  more  expensive, 
new  technologies  and  find  a  better  way  to  ration  care,  which  we  do 
now,  without  admitting  it,  but  this  would  be  based  on  benefits  and 
costs. 

Tho  public  tends  to  favor  Draconian  price  controls  of  hospitals,  of 
doctors,  and  of  drugs.  But  as  opposed  to  substantially  increased  out- 
of-pocket  costs,  or  to  the  overrationing  of  expensive  technologies,  or 
substantially  higher  taxes. 

We  do  have  a  consensus  that  in  theory  everyone  should  have  rea- 
sonable health  insurance.  The  difficult  part,  while  we  still  have  a 
very  long  way  to  go  is  to  agree  on  how  to  do  that  and  how  to  pay 
for  it.  Although  the  public  overwhelmingly  supports  the  kind  of 
mandatory  employer  coverage  that  is  being  proposed  by  Senator 
Mitchell  and  others. 
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I  think  the  pressures  to  do  something  are  growing  all  the  time. 
There  is,  we  have  found  in  our  surveys,  a  growing  belief  that  a 
major  Federal  Government  initiative  will  be  needed,  not  because 
people  like  or  trust  the  Federal  Government,  I  am  sorry  to  say,  but 
because  they  don't  think  anybody  else  will  do  the  job. 

One  question  we  have  looked  at  is  how  health  care  and  specifical- 
ly reform  of  the  health  care  system  rates  as  a  political  issue.  The 
answer,  briefly,  is  that  it  has  potential  to  be  a  major  issue,  but  has 
not  yet  achieved  that  status.  Compared  to  the  major  economic 
issues  or  to  other  social  issues  such  as  education,  crime,  the  envi- 
ronment, or  drugs,  relatively  few  people  spontaneously  cite  health 
care  or  health  care  reform  as  a  major  issue. 

I  actually  believe  that  if  heavyweight  political  leaders  in  general 
or  one  in  particular  wanted  to  make  this  major  issue — and  these 
hearings  today  suggest  that  maybe  some  of  you  do — that  you  could 
do  so. 

There  is  a  strong  and  growing  concern  about  costs  to  the  con- 
sumer, to  the  taxpayer,  and  of  course,  to  the  employer,  all  of  which 
I  am  sure,  from  the  data  we  are  looking  at,  are  going  to  get  worse. 

Almost  everyone  believes  health  insurance  should  be  universal, 
yet  the  number  of  uninsured  is  still  growing.  More  and  more 
people  are  concerned  that  they  may  not  have  health  insurance 
when  they  need  it.  Overwhelmingly,  people  believe  fundamental 
changes  or  more  are  needed. 

If  I  were  still  in  the  business  of  advising  politicians  on  how  to 
run  their  campaigns — and,  thank  goodness,  I  am  not — I  would 
advise  them  that  there  are  a  lot  of  votes  to  be  won  by  a  strong 
health  care  reform  bill,  even  if  it  is  opposed  by  some  powerful  in- 
terests and  PACs,  as  it  would  be. 

Meanwhile,  in  the  absence  of  substantial  reform — and  I  don't 
consider  malpractice  reform  or  the  voluntary  small  business 
reform  we  are  talking  about  as  substantial — in  the  absence  of  sub- 
stantial reform,  the  problems  of  high  cost,  poor  access,  and  insecu- 
rity, I  fear,  are  going  to  get  worse,  all  of  which  will  make  this  an 
increasingly  important  political  issue. 

Sadly,  I  fear  that  as  these  problems  get  worse,  it  will  take  a  long 
time  before  Washington  is  able  to  implement,  as  opposed  to  debat- 
ing, a  viable  set  of  solutions.  I  hope  I  am  wrong.  Thank  you,  Mr. 
Chairman. 

[The  prepared  statement  of  Mr.  Taylor  may  be  found  at  end  of 
hearing.] 

The  Chairman.  Thank  you  very  much,  Mr.  Taylor.  Your  testimo- 
ny is  helpful  in  trying  to  pull  together  the  different  pieces  that  ob- 
viously concern  the  public  on  this  issue. 

I  guess  the  one  thing  that  has  always  occurred  to  me,  and  I  don't 
know  if  you  can  get  at  it,  is  the  question  of — and  even  Senator 
Mitchell  admitted  it — that  there  is  a  kind  of  public  desire  for  dras- 
tic reform  that  goes  to  a  single-payer  system  that  kind  of  slices 
through  this  huge  bureaucracy  and  problems  that  they  see  in  the 
system.  There  is  obviously  an  attraction  to  the  more  simple  ap- 
proach to  try  to  deal  with  what  is  a  very  complex  problem. 

I  guess  the  question  in  my  mind  is.  If  the  public  in  a  single-payer 
approach,  as  we  debated  that  kind  of  possibility,  began  to  realize 
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that  there  had  to  be  limitations,  rationing,  severe  cost  controls,  and 
impact  in  terms  of  the  choices  that  they  would  have  or  have  under 
some  of  the  existing  insurance  systems,  what  do  you  think  would 
be  the  reaction  then? 

Mr.  Taylor.  If  I  may  divide  it  into  two  issues,  one  is  the  single- 
payer  versus  the  multiple  issue;  and  the  other  is  the  rationing 
issue. 

It  is  interesting,  if  you  look  at  one  of  the  tables  attached,  the  last 
but  one,  public  reactions  to  three  alternatives  for  the  future,  you 
will  see  over  the  last  18  years  we  have  seen  a  decline  in  support  for 
the  present  system  and  a  substantial  increase  at  the  bottom  in  sup- 
port for  a  comprehensive  national  health  insurance  program  paid 
for  by  Federal  taxes,  which  is  a  shorthand  for  the  Canadian 
system. 

If  this  trend  continues,  what  you  are  seeing  is  a  long-term  trend 
toward  a  single-payer  as  being  the  preferred  mode  for  the  public, 
although  as  I  mentioned  earlier,  the  public  is  delighted  by  and  sup- 
portive of  a  multiple-payer  system  with  employer-provided  insur- 
ance mandated. 

If  you  turn  to  the  final  table,  however,  where  we  put  the  same 
question  to  a  lot  of  different  leadership  groups,  including  some  Fed- 
eral legislators  and  their  aides,  we  find,  with  one  exception,  and 
that's  union  leaders,  relatively  little  support  for  a  Canadian-type 
system  and  much  more  support  for  a  multiple-payer  system  with  ^ 
employer-provided  insurance  and  the  ability  to  choose  what  kind  of 
benefits  they  provide. 

As  far  as  the  rationing  issue  is  concerned,  Americans  don't  be-  j 
lieve  we  need  to  ration  care  in  order  to  contain  health  care  costs,  j 
Most  of  the  leadership  groups  we  have  surveyed  believe  we  do  need 
to  do  that.  The  American  public  thinks  that  a  reasonable  health 
insurance  should  cover  most  things  and  that  the  man  in  the  street 
should  be  entitled  to  the  same  coverage  as  a  millionaire.  So  that's  a 
really  tough  one  for  the  public. 

The  Chairman.  That  was  my  thought,  because  one  of  your  ele- 
ments here  is,  in  addition  to  accessibility,  affordability,  and  securi-  i 
ty,  is  quality;  and  the  American  public  might  react  very  adversely 
to  what  they  might  determine  to  be  a  restriction  on  quality  by  r 
virtue  of  just  sheer  cost-containment.  ! 

I  mean,  people  now  complain  to  me  about  the  DRGs  that  require  | 
a  certain  level  of  presence  in  the  hospital.  They  complain  that  they  | 
get  released  too  early.  It  is  going  to  be  an  interesting  contrast  in  | 
terms  of  trying  to  walk  those  fine  lines.  I 

Mr.  Taylor.  Unfortunately  if  I  may,  the  case  of  the  one  person 
who  is  deprived  of  very  expensive,  high-technology  tests  dies  when 
they  aren't  able  to  obtain  a  $300,000  bone  marrow  transfer,  that  I 
makes  the  headlines  and  gives  the  politicians  involved  a  lot  of 
grief. 

The  fact  that  we  don't  provide  low-cost,  low-tech  care  to  hun- 
dreds of  thousands  or  millions  of  poor,  pregnant  women  or  well- 
baby  care  to  their  children  when  they  are  born,  that  goes  unno- 
ticed. 

The  Chairman.  All  right.  Mr.  Payne.  c 
Mr.  Payne.  Mr.  Taylor,  thank  you  very  much.  Your  testimony  is 
very  enlightening.  1 
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I  would  like  to  ask  you  about  the  graph  on  page  5  of  your  testi- 
mony. You  have  inscribed  a  line  showing  a  trend  among  most  na- 
tions that,  as  per  capita  health  spending  increases  there  is  a  great- 
er degree  of  public  satisfaction  with  the  health  care  system.  How- 
ever, the  United  States  falls  completely  off  this  trend-line. 

Mr.  Taylor.  Almost  off  the  map. 

Mr.  Payne.  Is  there  an  optimal  point  beyond  which  you  can't 
spend  more  money  without  getting  more  satisfaction?  Have  we  ex- 
ceeded that? 

Mr.  Taylor.  No,  Congressman.  The  answer  is  that  the  way  we 
spend  money  isn't  responsive  to  what  the  public  wants. 

So  it  is  not  that  we  spend  so  much  money  which  make  it  unpopu- 
lar, but  the  fact  that  we  don't  spend  money  on  the  things  the 
public  thinks  we  ought  to  have,  such  as  universal  access. 

Mr.  Payne.  Affordability  is  also  a  big  issue,  as  insurance  costs 
for  working  people  continue  to  increase. 

If  we  spend  the  money  needed  to  solve  the  accessibility  problem 
but  fail  to  deal  with  affordability  and  other  problems,  it  seems  to 
me  that  we  really  haven't  addressed  the  Nation's  health  care  prob- 
lems. Would  you  agree  with  this  statement? 

Mr.  Taylor.  Yes.  I  guess  politics  is  the  art  of  the  possible,  and 
dealing  with  the  health  care  problem  means  taking  on  a  lot  of 
tough  battles  with  the  interests  involved.  It  is  easier  to  say,  we  are 
in  favor  of  universal  coverage,  until,  of  course,  you  have  to  come 
and  pay  for  it. 

Mr.  Payne.  Accessibility  and  affordability  is  a  twofold  problem 
which  we  need  to  deal  equally  with. 

Mr.  Taylor.  Yes,  and  I  would  argue  that  even  though  we  spend  a 
great  deal  more  money  on  health  care,  if  quality  includes  the  total 
provision  of  health  care  to  all  of  the  citizens  for  things  they  really 
need,  that  we  do  not  have  the  best  health  care  system  in  terms  of 
quality,  it  is  true  that  most  of  us  in  this  room  can  get  access  to  a 
lot  of  very  high-tech  care — probably  too  much,  on  occasion — but 
that  is  different  from  providing  the  care  which  ordinary  people 
need  and  many  people  don't  get. 

And  you  are  right  to  mention,  Congressman,  that  the  numbers  of 
people  who  are  afraid  of  losing  their  insurance  and/or  who  are 
afraid  or  who  are  upset  by  the  high  level  of  out-of-pocket  costs  that 
are  high  and  growing. 

Mr.  Payne.  Thank  you  very  much. 

The  Chairman.  Mr.  Spratt. 

Mr.  Spratt.  I  was  interested  in  the  graph  on  your  last  page.  You 
show  a  correlation  between  the  way  corporate  executives  and  Mem- 
bers of  Congress  appear  to  think  about  this  problem;  35  percent  of 
CEOs  favor  the  present  system  with  two  changes  and  35  percent  of 
Federal  legislators  do  also. 

Can  you  draw  any  causal  connection  between  those  two? 

Mr.  Taylor.  No,  but  it  is  a  happy  coincidence. 

Mr.  Spratt.  I  was  jesting  a  little  bit,  but  I  was  interested  to  see 
the  35  percent  so  low. 

What  is  the  makeup  of  your  sample  there?  Are  those  larger  cor- 
porate leaders,  or  does  that  run  the  spectrum  of  business? 

Mr.  Taylor.  It  is  interesting.  We  actually  have  a  breakdown  in 
the  full  report,  which  is  available,  by  size  of  company,  and  it  runs 
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the  gamut  from  very  large  companies  to  small  companies.  The 
large  companies  are  much  more  supportive  of  a  pay-or-play,  a  man- 
datory-provider option,  because  they  already  pay  for  it  and  it's  not 
unreasonable  to  think  that  others  should. 

The  smaller  the  company,  the  greater  the  likelihood  they  do  not 
provide  it,  and  the  more  hostile  they  are  to  that  proposal. 

Mr.  Payne.  Have  you  seen  that  percentage  grow  over  time? 

Mr.  Taylor.  Yes,  over  time,  the  numbers  of  business  people  who 
believe  major  reform  is  necessary  of  any  kind  has  increased.  Satis- 
faction with  the  status  quo  has  greatly  diminished. 

But  as  you  see,  there  is  not  much  appetite  for  that,  and  there  are 
two  reasons  for  that.  One  is  that  there  is  still  a  strongly  ideological 
perception  that  we  don't  want  Government  in  Washington  running 
more  than  it  has  to;  and  on  the  other  hand,  there  are  some  compa- 
nies that — which  have  very  expensive  health  care  benefits,  a  lot  of 
retirees  who  would  actually  be  only  too  pleased  to  shift  that  to 
some  kind  of  common  pool. 

Mr.  Spratt.  Who  are  Federal  regulators? 

Mr.  Taylor.  Key  people  in  HCFA  and  some  other  Government 
agencies  in  key  positions  relative  to  health  care  policy. 

Mr.  Spratt.  Is  that  a  good  sample  of  the  makeup  of  Federal  regu- 
lators? 

Mr.  Taylor.  These  are  all  senior  people,  yes. 

Mr.  Spratt.  Below  the  subcabinet  level?  Can  we  say  that  60  per- 
cent of  the  Bush  Administration  connected  with  health  care  sup- 
port mandated  benefits? 

Mr.  Taylor.  No.  I  think  that  would  be  pushing  it. 

Mr.  Spratt.  Who  are  they,  appointees? 

Mr.  Taylor.  They  are  a  mixture  of  both  appointees  and  career 
people. 

Mr.  Spratt.  That  is  a  significant  percentage. 
Mr.  Taylor.  Yes. 

Mr.  Spratt.  Thank  you  very  much  for  your  testimony.  It  was  ex- 
cellent. 

The  Chairman.  Thank  you.  After  the  5-minute  vote,  we  will 
return  and  complete  the  last  panel,  if  we  could.  Thank  you. 

After  Recess 

The  Chairman.  We  will  be  back  in  session  to  hear  the  last  panel 
which  will  be  Dr.  Joshua  M.  Wiener,  Senior  Fellow  at  The  Brook- 
ings Institution;  Peter  Sybinsky,  Deputy  Director  for  Health  Re- 
sources, Hawaii  Department  of  Health;  Dr.  Roger  C.  Herdman,  As- 
sistant Director,  Office  of  Technology  Assessment;  and  Ms.  Elaine 
J.  Power,  Project  Director  for  Evaluation  of  the  Oregon  Medicaid 
Proposal,  Office  of  Technology  Assessment. 

Thank  you  for  sticking  around.  We  really  appreciate  it. 

Actually,  we  could  solve  the  health  care  problem  in  this  country 
just  by  having  300  votes  every  day  so  you  had  to  walk  back  and 
forth  to  the  Capitol  to  keep  in  shape. 

Rather  than  prolong  the  pain  here  of  bouncing  around,  I  will  ask 
you  if  you  can  try  to  summarize  your  remarks  as  best  you  can  and 
we  will  try  to  get  you  away. 
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We  are  interested  in  the  views  you  present.  We  will  include  your 
statement  in  the  record  and  ask  you  to  summarize  or  read  it  as  you 
wish. 

STATEMENT  OF  JOSHUA  M.  WIENER,  SENIOR  FELLOW,  THE 
BROOKINGS  INSTITUTION 

Mr.  Wiener.  Mr.  Chairman,  there  is  good  news  and  bad  news  on 
the  issue  of  long-term  care  benefits.  The  bad  news  is  that  the 
United  States  does  not  have,  either  in  the  private  or  public  sectors, 
satisfactory  mechanisms  for  helping  people  anticipate  and  pay  for 
long-term  care.  The  disabled  elderly  and  their  families  find,  often 
to  their  surprise,  that  neither  private  insurance  nor  Medicare 
covers  the  costs  of  long-term  care  to  any  significant  extent.  Instead, 
the  disabled  elderly  and  nonelderly  must  rely  on  their  own  re- 
sources or,  when  these  have  been  exhausted,  turn  to  welfare. 

The  good  news  in  long-term  care  financing  is  that  a  lot  of  atten- 
tion is  being  given  to  various  financing  options.  One  potential 
option  is  private  insurance. 

Private  insurance  is  a  relatively  recent  phenomenon.  The  market 
has  been  expanding  rapidly  but  only  3  percent  of  the  elderly  cur- 
rently have  policies.  Studies  we  and  others  have  done  strongly  sug- 
gest while  private  long-term  care  insurance  can  do  more  than  it  is 
doing  now,  it  is  unlikely  to  substantially  change  the  way  long-term 
care  is  financed. 

This  is  true  for  two  reasons.  First,  it  is  too  expensive.  Even  with 
a  lot  of  restrictions,  the  average  cost  of  the  better  policies  is  $1,400 
a  year  at  age  65  and  if  you  do  not  buy  until  age  79,  then  you  are 
talking  about  $4,200  a  year. 

The  other  problem  is  that  there  are  enormous  uncertainties  in 
pricing  private  long-term  care  insurance.  This  makes  it  a  risky 
product.  Companies  have  been  very  cautious  in  who  they  will  sell 
policies  to  and  may  ultimately  limit  the  number  of  policies  they 
sell. 

The  second  option  is  Medicaid  reform.  The  basic  argument  for 
staying  with  Medicaid  is  it  is  not  the  worst  of  all  possible  worlds.  It 
meets  the  most  urgent  needs  at  the  lowest  possible  cost.  The  basic 
problems  with  this  approach  are  twofold. 

First,  it  perpetuates  a  two-class  system  with  inferior  status, 
access,  and  perhaps  care  for  Medicaid  patients.  Second,  if  we  think 
about  it,  it  is  a  bizarre  approach  to  welfare.  Most  people  w^ho  enter 
nursing  homes  end  up  on  Medicaid.  When  we  think  about  other 
U.S.  welfare  programs — AFDC,  SSI — we  expect  only  a  small  minor- 
ity of  the  population  to  financially  qualify. 

The  third  basic  option  is  social  insurance,  adding  long-term  care 
to  Medicare.  Under  such  a  program,  everyone  would  pay  into  a 
social  insurance  program  and  earn  the  right  to  benefits  without 
having  to  prove  impoverishment. 

There  are  three  advantages  and  one  big  disadvantage  to  this  ap- 
proach. The  advantages  are  universal  coverage  and  the  ability  to 
spread  the  cost  over  the  widest  possible  revenue  base,  thus  reduc- 
ing the  financial  burden  on  any  one  individual.  If  we  are  smart 
about  it,  it  can  be  financed  so  upper-income  people  pay  more  than 
lower  income  people. 
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The  basic  disadvantage  is  that  all  of  the  proposals  cost  a  lot  of 
money.  Even  the  relatively  modest  social  insurance  proposals  of 
the  Pepper  Commission  required  $30  billion  in  new  spending. 
There  are  no  nickels  and  dimes  in  the  public  insurance  proposals. 

Everyone  that  really  wants  to  change  the  way  we  finance  and  de- 
liver long-term  care  is,  I  think,  driven  to  social  insurance.  Nonethe- 
less, it  still  is  possible  to  argue  that  the  benefits  of  such  a  program 
would  not  be  worth  the  cost.  Let  me  review  some  of  those  argu- 
ments. 

The  first  is  that  public  long-term  care  insurance  is  generational- 
ly  inequitable.  The  proponents  of  generational  equity  contend  it  is 
unfair  to  have  yet  another  program  that  benefits  the  elderly  and  is 
financed  mostly  by  the  nonelderly.  There  are  three  responses  to 
this:  The  first  is  that  most  proposals  include  nonelderly  as  well  as 
elderly.  Although  stability  rates  are  much  higher  for  the  elderly, 
close  to  half  of  the  community  based  disabled  are  under  the  age  of 
65. 

Second,  because  the  family  carries  the  backbone  of  community 
based  long-term  care,  arguably  the  real  beneficiaries  in  any  public 
long-term  care  insurance  program  are  the  middle-aged  caregivers. 

Third,  generational  equity  concerns  are  based  on  narrow  cross- 
sectional  perspective  that  assumes  that,  like  Peter  Pan,  the  young 
will  never  get  old. 

The  second  argument  is  that  it  costs  too  much.  As  I  already 
stated,  it  is  true  that  a  public  insurance  program  will  be  expensive. 
However,  most  of  the  costs  of  a  program  will  be  incurred  by  society 
with  or  without  a  program  and  will  surely  be  incurred  if  there  was 
widespread  purchase  of  private  insurance.  Society  cannot  escape 
these  costs.  Thus,  the  real  question  is  whether  the  costs  will  be 
borne  largely  by  the  relative  few  who  need  expensive  nursing  home 
or  home  care  or  whether  it  will  be  spread  more  broadly  over  socie- 
ty as  a  whole. 

The  third  argument  is  that  it  will  cause  a  tax  revolt.  Clearly, 
Americans  do  not  like  to  pay  taxes.  There  are,  however,  a  long  list 
of  things  that  public  opinion  polls  indicate  people  would  be  willing 
to  pay  additional  taxes  to  support,  including  long-term  care,  educa- 
tion, drug  abuse  treatment,  and  protecting  the  environment.  The 
key  is  Americans  want  to  see  where  their  money  is  going. 

The  fourth  objection  is  that  health  care  for  the  uninsured  is 
more  important.  I  would  agree.  It  is  a  scandal  that  we  have  38  mil- 
lion people  who  are  uninsured.  The  political  problem  is  that  public 
opinion  polls  consistently  show  people  more  willing  to  pay  taxes  for 
public  long-term  care  insurance  than  they  are  to  address  the  prob- 
lems of  health  care  for  the  uninsured. 

The  logic  of  these  positions  is  explained  by  reference  to  the  basic 
American  principle:  What  is  in  it  for  me?  Because  the  vast  majori- 
ty of  Americans  have  acute  care  health  insurance,  to  most  people  it 
is  someone  else's  problem.  Conversely,  almost  no  one  has  long-term 
care  insurance;  thus,  in  this  instance  we  are  clearly  talking  about  a 
new  benefit. 

Frankly,  in  the  current  environment,  neither  issue  is  likely  to 
get  very  far  without  the  other.  Health  care  for  the  uninsured  needs 
the  willingness  to  pay  taxes  of  public  long-term  care  insurance  and 
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long-term  care  needs  health  care  for  the  uninsured  to  take  the 
edge  off  generational  equity  arguments. 

The  fifth  objection  is  that  public  insurance  will  provide  benefits 
to  the  upper-income  elderly.  This  is  true  of  all  social  insurance,  but 
the  extent  to  which  that  occurs  has  been  overstated.  Eighty-five- 
year-old  disabled  widows  are  not  the  high-income  population  by 
and  large.  Indeed,  the  fact  that  Medicare  and  Social  Security  bene- 
fit everyone  is  the  key  to  its  strong  social  support.  But  this  point, 
nonetheless,  makes  it  clear  that  it  is  important  to  finance  any  long- 
term  care  benefit  on  a  progressive  basis  so  that,  on  net,  there  will 
not  be  a  redistribution  of  income  from  low-income  people  to  upper- 
income  elderly. 

Let  me  just  briefly  touch  on  two  program  design  issues.  If  at 
least  part  of  long-term  care  is  to  be  financed  through  a  social  insur- 
ance program,  many  questions  remain  on  how  the  program  should 
be  designed  and  administered. 

One  issue  is  State  involvement.  Currently,  long-term  care  is  pri- 
marily the  province  of  the  States  rather  than  the  Federal  Govern- 
ment. All  of  the  major  proposals  establish  limited  roles  for  the 
States.  All  of  these  proposals  depend  upon  States  for  administra- 
tion, but  exclude  them  from  policymakers  and  financing.  In  my 
view,  this  is  a  mistake. 

As  a  former  State  official,  I  can  assure  you  that  unless  the  States 
full  financial  partners,  any  public  long-term  care  insurance  pro- 
gram will  become  a  Federal  funds  maximization  project,  States  will 
seek  to  get  as  many  people  into  as  many  services  as  possible. 

The  other  issue  has  to  do  with  expenditure  controls.  Efforts  to 
pass  a  public  long-term  care  insurance  program  have  been  stymied 
by  concerns  about  expenditures.  There  are  two  parts  to  this.  The 
first  is  the  absolute  level  of  expenditures.  The  other  is  the  uncer- 
tainty over  the  estimates  of  what  the  costs  actually  will  be.  Policy- 
makers are  terrified  of  waking  up  one  day  and  finding  out  that  the 
costs  are  significantly  more  than  originally  estimated. 

Now,  there  are  a  variety  of  things  that  can  be  done  to  control 
costs.  While  I  think  these  mechanisms  would  work,  I  cannot  guar- 
antee it.  To  get  over  the  high  anxiety,  it  may  be  necessary  to  set  an 
explicit  cap  on  total  long-term  care  expenditures. 

Now,  I  don't  offer  this  proposal  lightly  since  I  spent  much  of  my 
professional  career  fighting  block  grants.  There  is  a  real  possibility 
that  once  capped,  expenditures  will  not  increase  with  need. 

In  conclusion,  what  should  be  done?  It  seems  to  me  we  need  to 
move  on  all  three  fronts.  We  need  to  expand  private  insurance;  we 
need  Medicaid  reform;  and  we  need  social  insurance.  In  general,  I 
think  the  strategies  set  forth  by  the  Pepper  Commission  make  a  lot 
of  pragmatic  and  political  sense. 

The  issue  of  long-term  care  is  likely  to  increase  substantially 
over  the  next  10  years.  For  one  thing,  the  75-year-old  and  older 
population  will  increase  by  25  percent  over  that  10-year  period. 
What  is  even  more  important  is  that  over  the  next  10  years,  all  of 
the  parents  of  the  baby  boom  generation  will  be  elderly  and  have 
to  face  long-term  care.  As  a  result,  their  baby  boomer  children  will 
have  to  face  long-term  care,  not  as  an  abstraction,  but  as  an  in- 
tensely personal  issue.  How  are  we  going  to  take  care  of  mom  is 
going  to  be  on  the  minds  of  an  entire  generation. 
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Once  that  happens  it  is  going  to  become  a  political  issue  that  nei- 
ther the  President  nor  the  Congress  can  ignore.  Thank  you. 

[The  prepared  statement  of  Mr.  Wiener  may  be  found  at  end  of 
hearing.] 

The  Chairman.  Thank  you.  Dr.  Sybinsky. 

STATEMENT  OF  PETER  SYBINSKY,  Ph.D.,  DEPUTY  DIRECTOR  FOR 
HEALTH  RESOURCES,  HAWAII  DEPARTMENT  OF  HEALTH 

Dr.  Sybinsky.  Mr.  Chairman,  Members,  I  bring  you  the  greetings 
of  our  Governor,  Governor  John  Waihee.  He  is  very  interested  in 
health  care  reform  and  looks  forward  to  contributing  to  a  national 
solution  to  this  problem. 

As  the  Deputy  Director  of  Health  of  the  State  of  Hawaii,  I  repre- 
sent Dr.  John  Lewin,  who  is  the  Director  of  Health  and  unable  to 
attend  today. 

Dr.  Lewin  is  also  President  of  the  Association  of  State  and  Terri- 
torial Health  Officers  (ASTHO)  and  as  such  has  made  access  issues 
and  the  very  problems  that  this  Committee  is  addressing  in  this 
hearing  the  highest  priority  of  ASTHO  for  this  year. 

I  have  a  very  long  and  involved  testimony  which  I  will  do  my 
best  to  summarize;  but  needless  to  say,  we  would  welcome  your 
Committee  coming  out  to  Hawaii  to  investigate  this  issue  more 
thoroughly  if  I  do  not  do  a  good  job. 

The  Chairman.  As  of  today,  we  could  try  to  do  it  tomorrow. 

Dr.  Sybinsky.  Let  me  start  off  by  exploring  a  few  basics  about 
the  current  structures  in  Hawaii's  system. 

The  Prepaid  Health  Care  Act  was  adopted  in  1974  to  provide 
health  insurance  and  medical  protection  insurance  for  most  em- 
ployees in  the  State.  The  measure  was  passed  in  a  time  of  moder- 
ate unemployment  in  an  environment  of  already  strong  employ- 
ment-based health  care  coverage.  Effects  on  unemployment  have 
been  negligible  and,  in  fact,  over  the  last  16  years,  our  unemploy- 
ment rate  has  fallen  to  the  lowest  in  the  Nation. 

I  make  no  claims  about  a  cause/ effect  relationship  in  this  regard, 
but  this  does  seem  to  modify  assertions  that  such  mandates  would 
cause  unemployment. 

The  Prepaid  Health  Care  law  is  the  first  and  only  State-mandat- 
ed benefits  plan  in  the  Nation.  Virtually  all  employees  are  re- 
quired to  provide  health  insurance  to  their  employees.  Dependent 
coverage  is  optional.  Costs  are  shared  in  this  program.  The  employ- 
ee pays  up  to  1.5  percent  of  monthly  wages  up  to  half  the  premium 
cost.  The  employer  provides  the  balance. 

Employers  may  provide  benefits  as  outlined  in  the  act  on  a  self- 
insured  basis  but  are  still  subject  to  the  requirements  that  those 
services  be  provided.  Two  basic  plans  are  available,  a  fee-for-service 
plan  and  a  health  maintenance  plan.  The  fee-for-service  plan  is  the 
plan  most  used  in  Hawaii,  and  provides  for  a  good  package  of  diag- 
nostic and  treatment  services  with  copayments  and  deductibles. 
The  HMO  provides  a  generous  package  of  benefits;  these  benefits 
are  outlined  in  the  attached  administrative  rules. 

Exclusions.  Some  of  those  excluded  from  the  provisions  of  the  act 
are  Government  employees — who  have  their  own  plan — seasonal 
agricultural  workers,  real  estate  and  insurance  agents  working  on 
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commission,  individual  proprietorship  members  in  small  family 
business,  and  Government  assistance  program  recipients. 

No  large  State  bureaucracy  has  been  created  to  administer  the 
provisions. 

An  employer  fund  exists  to  assist  employers  who  cannot  because 
of  economic  limitations,  provide  for  the  cost  of  the  insurance  and  to 
assist  employees  whose  employers  have  gone  out  of  business  or  who 
have  not  provided  for  the  insurance. 

I  want  to  emphasize  the  next  couple  of  sentences.  By  requiring 
virtually  all  employers  to  provide  insurance,  Prepaid  Health  Care 
has  permitted  health  care  insurers  to  provide  health  insurance 
rates  for  small  employers  which  are  comparable  to  those  enjoyed 
by  large  employers. 

This  has  happened  because  we  have  a  community  rating  system 
in  Hawaii.  Adverse  risks  are  thus  a  part  of  an  overall  pool  which 
eliminates  the  need  for  insurance  companies  to  individually  rate 
employers. 

Community  rating  is  voluntary.  It  is  not  required  as  part  of  the 
law,  but  the  general  mode  of  operation  for  the  major  insurers  in 
Hawaii  since  before  Prepaid  Health  Care. 

The  results  have  been  extremely  positive.  Small  business  can 
purchase  insurance  at  reasonable  rates  and  these  rates  are  excep- 
tionally low  even  though  our  people,  of  course,  would  call  them 
high.  There  are  at  least  50  percent  lower  than  comparable  Blue 
Cross  rates  elsewhere  in  the  Nation. 

Insurance  companies  cut  administrative  costs  and  market  to  a 
large  pool  of  businesses.  Employees,  of  course,  are  covered  with 
health  insurance. 

Prepaid  Health  Care  has  provided  a  uniformly  level  field  for 
competition  in  which  responsible  businesses  who  provide  insurance 
are  not  at  a  competitive  disadvantage  relative  to  those  who  do  not. 

The  effects  of  Prepaid  Health  Care  is  evident.  In  1971,  Hawaii 
had  17  percent  of  its  population  in  the  gap  group  and  was  similar 
in  this  regard  to  California  and  East  Coast  States. 

The  implementation  of  Prepaid  Health  Care  brought  about  a  dra- 
matic drop  in  the  figures  as  per  several  surveys  that  had  been  con- 
ducted afterward.  Estimates  of  those  enfranchised  with  health  in- 
surance range  from  a  low  of  3,000  people  to  over  46,000  people  and 
significant  additional  numbers  of  workers  have  had  better  benefit 
coverage  as  a  result  of  this  program. 

The  Department  of  Health  has  estimated  that  the  uninsured  pop- 
ulation in  Hawaii  as  of  several  years  ago  was  approximately  5  per- 
cent as  a  basis  before  we  started  our  additional  modifications  of  our 
system.  Populations  still  exist  in  Hawaii  that  are  in  the  gap  group. 
These  are  made  up  largely  of  the  unemployed,  dependents  of  low 
income  workers,  especially  children,  part-time  workers,  seasonal 
workers,  and  other  people  who  because  of  their  location  or  various 
lifestyle  factors  also  fit  into  this  area. 

To  respond  to  these  gap  group  people,  particularly  those  at  risk 
of  not  being  able  to  purchase  insurance  because  of  income,  the 
State  has  made  two  major  efforts.  The  first  is  that  it  has  adopted 
most  of  the  options  that  were  offered  by  the  Congress  before  they 
became  mandates.  These  have  significantly  added  to  the  people 
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who  have  been  covered  with  health  care  benefits  and  have  helped 
to  cut  the  rate  below  5  percent. 

The  second  element  has  been  the  implementation  of  the  State 
health  insurance  program  or  SHIP.  SHIP  was  created  to  meet  the 
needs  of  the  gap  group  and  provide  access  to  universal  health  care 
coverage  for  all  in  Hawaii.  Through  SHIP,  Government  subsidizes 
insurance  coverage  for  those  unable  to  pay. 

Insurance  companies  provide  the  coverage  and  the  already  exist- 
ing health  care  providers  deliver  direct  care.  This  is  essentially 
very  similar  to  the  model  adopted  by  the  State  of  Washington  in  its 
pathbreaking  Basic  Health  program.  We  do  owe  a  lot  of  credit  to 
the  State  of  Washington  because  we  do  work  closely  with  them. 
They  taught  us  a  lot  about  how  to  run  a  public  insurance  program. 

Benefits  of  SHIP  are  heavily  weighted  toward  preventive  and 
primary  care.  Instead  of  putting  our  money  at  the  end  of  the  spec- 
trum where  catastrophic  care  is  and  gets  most  attention,  we  try  to 
tailor  this  program  to  the  population  we  were  directing  it  at,  the 
low  income,  uninsured  which  we  are  finding,  and  the  State  of 
Washington  found,  are  basically  healthy  people,  young  people,  and 
employed  people.  So  we  are  providing  preventive  and  primary  care, 
the  very  things  this  population  needs  so  badly. 

The  costs  of  our  insurance  are  very  low  to  those  people  in  need. 
The  Table  A  that  we  have  shows  the  monthly  fee  schedule  which 
was  adopted  for  the  program.  Under  100  percent  poverty,  people 
pay  nothing,  except  a  modest  copayment  at  the  time  of  service. 
Above  100  percent  of  poverty,  the  copayment  rises,  the  monthly 
charge  rises  until  at  300  percent  of  poverty,  people  are  paying  the 
cost  of  the  insurance. 

SHIP  is  delivered  through  contracts  with  the  State's  largest  in- 
surance companies,  the  two  large  insurance  companies,  HMSA, 
which  is  a  Blue  Cross-Blue  Shield  and  Kaiser  Permanente,  which 
covers  health  maintenance  contracts  with  us. 

I  do  not  want  to  go  into  detail  on  the  implementation.  There  are 
several  pages  on  that.  It  has  been  very  exciting.  We  have  tried  to 
be  nontraditional  in  these  programs,  to  limit  bureaucratic  barriers 
and  truly  go  out  and  get  people  who  might  not  be  reached  by  Gov- 
ernment programs.  This  has  meant  publicity,  a  grassroots  effort  to 
enroll  people  in  insurance,  and  taught  us  that  those  kinds  of  things 
have  to  be  done  if  we  are  to  reach  a  lot  of  the  people  who  are  unin- 
sured. 

As  a  result  of  our  efforts,  we  have  insured  over  10,000  members 
and  have  provided  services  to  more.  Some  people  have  been  drop- 
ping off  to  get  employment.  Some  people  have  dropped  off  to  get 
into  Medicaid.  As  a  result,  we  have  serviced  over  12,000  people  in 
this  year  our  program  has  been  on  track. 

SHIP  members  are  in  general  young.  Forty-six  percent  of  our 
people  are  under  age  18.  Our  outreach  has  been  successful  because 
most — about  50  percent —  of  our  people  are  from  rural  areas  and 
neighbor  islands.  Sixty-one  percent  of  our  people  have  income 
below  the  Federal  poverty  level.  We  are  going  to  be  looking  at  this 
population  to  see  how  we  can  better  dovetail  our  efforts  with  those 
of  Medicaid. 

Ninety-five  percent  of  SHIP's  population  is  below  the  200  percent 
of  poverty  level.  There  is  not  too  much  interest  in  our  program  be- 
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tween  200  and  300  percent  of  poverty,  even  though  it  is  open  to  the 
people  who  are  better  off. 

These  results  to  an  extent  mirror  what  other  States  such  as 
Washington  are  finding  out  in  their  programs,  that — as  I  men- 
tioned before,  the  uninsured  are  good  insurance  risks  and  if  we  can 
proWde  them  with  a  good  insurance  program,  we  will  really  be 
meeting  a  national  need. 

As  for  our  ovm  specific  recommendations.  Hawaii  envisions  im- 
plementing the  Nation's  first  seamless  universal  health  care 
system  as  a  national  demonstration  project,  Some  of  our  ideas  have 
been  listed  here.  We  intend  to  very  thoroughly  work  with  the 
health  care  industry  and  business,  labor,  and  our  community  to 
further  develop  these  proposals. 

I  am  not  going  to  elaborate  on  them  here.  What  we  want  to  do  is 
build  on  present  strengths,  correct  weaknesses,  and  increase  effi- 
ciency while  addressing  the  concern  that  was  reflected  this  morn- 
ing about  the  importance  of  addressing  costs.  That  is  a  major  focus 
we  have  to  deal  with. 

We  also  have  to  bring  in  long-term  care  and  make  sure  that  that 
is  related  in  one  way  or  the  other  to  our  total  efforts  and  it  is  not 
going  off  in  a  different  direction. 

Our  effort  would  be  a  private  sector  effort  of  managed  competi- 
tion, promoting  incentives,  consumer  choice,  maintaining  the  pri- 
vate practice  model,  but  better  integrating  the  health  services  that 
are  pro\'ided  by  the  medical  sector. 

Certainly.  I  emphasize,  we  do  want  to  keep  private  insurance  and 
emphasize  very  hea\'ily  the  need  for  primary  care  availability  to  all 
people. 

As  a  State,  we  are  proud  to  be  able  to  contribute  what  we  can  to 
this  Committee,  Rather  than  attempting  to  create  a  national 
health  insurance  or  a  national  health  delivery  system,  we  strongly 
recommend  that  the  States  be  heavily  involved  in  this  effort  and 
that  State  efforts  can — are  already  happening  and  can  help  solve 
the  problem  of  covering  the  uninsured. 

Some  of  our  recommendations  would  alter  current  Federal  poli- 
cies or  programs,  which  inhibit  State  capacity  for  experimentation, 
I  want  to  emphasize  again,  we  did  experimentation.  We  know  it 
can  work  and  can  help  serve  as  a  model  to  the  other  States  and  to 
the  national  Government, 

We  propose  that  that  flexibility  in  areas  such  as  ERISA.  Medic- 
aid, and  perhaps  other  insurance  legislation  be  given  to  the  States, 
and  that  we  keep  in  mind  the  words  of  Justice  Brandeis,  when  he 
said: 

The  State  experimentation  on  things  social  and  economic  is  a  great  responsibility. 
Denial  of  the  experiment  may  be  fraught  v.i.ih  serious  consequences  to  the  Nation. 
It  is  one  of  the  happy  instances  of  the  Federal  system  that  a  single  courageous  State 
may.  if  its  citizens  choose,  sen.-e  as  a  laboratory  to  try  noble  social  and  economic 
experiment  v-ithout  risk  to  the  rest  of  the  country. 

We  do  want  to  work  on  that  effort.  Thank  you  very  much  for  the 
opportunity.  Mr.  Chairman. 

[The  prepared  statement  of  Dr.  Lewin.  presented  by  Dr.  Sy- 
binsky,  may  be  found  at  end  of  hearing.] 
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The  Chairman.  Thank  you.  I  think  we  are  about  4  minutes  or  5 
minutes  away  from  finaUzing  this  vote.  We  have  to  go. 

Dr.  Herdman,  Ms.  Power,  please  say  a  little  longer.  We  will  be 
right  back  after  this  vote. 

After  Recess 

The  Chairman.  The  Committee  is  back  in  session  for  purposes  of, 
hopefully,  concluding  this  panel. 
Dr.  Herdman,  you  may  proceed. 

STATEMENTS  OF  ROGER  C.  HERDMAN,  M.D.,  ASSISTANT  DIREC- 
TOR, OFFICE  OF  TECHNOLOGY  ASSESSMENT  AND  ELAINE  J. 
POWER,  PROJECT  DIRECTOR  FOR  EVALUATION  OF  THE 
OREGON  MEDICAID  PROPOSAL,  OFFICE  OF  TECHNOLOGY  AS- 
SESSMENT 

Dr.  Herdman.  Thank  you,  Mr.  Chairman.  Ms.  Power  will  be 
giving  OTA's  testimony. 

Ms.  Power.  I  am  Elaine  Power,  Project  Director  of  OTA's  assess- 
ment of  the  Oregon  Medicaid  proposal.  Dr.  Herdman  is  OTA's  As- 
sistant Director  for  Health  and  Life  Sciences. 

The  State  of  Oregon  has  estimate  that  as  many  as  450,000  people 
in  the  State  have  no  health  insurance.  In  1989,  the  Oregon  State 
Legislature  passed  the  Oregon  Basic  Health  Services  Act,  which 
consists  of  three  bills  to  expand  access  to  health  insurance  in  the 
State.  Each  of  the  three  bills  targets  a  specific  segment  of  the  unin- 
sured population.  Senate  Bill  27  expands  the  Oregon  Medicaid  pro- 
gram to  include  all  persons  with  incomes  up  to  the  Federal  poverty 
level.  SB  534  establishes  a  State  high-risk  insurance  pool  for  per- 
sons whose  incomes  are  above  the  poverty  level,  but  who  are 
unable  to  purchase  insurance  due  to  preexisting  health  conditions. 
SB  935  encourages,  and  ultimately  requires  that  small  businesses 
provide  their  employees  with  health  insurance  that  covers  at  least 
the  level  of  services  covered  for  the  Medicaid  population  under  SB 
27. 

I  will  focus  the  rest  of  my  remarks  on  SB  27,  which  makes  major 
changes  to  almost  every  aspect  of  the  State's  Medicaid  program. 

First  of  all,  it  expands  the  Medicaid-eligible  population  to  include 
all  State  residents  with  incomes  below  the  Federal  poverty  level.  In 
contrast,  at  present,  most  people  in  Oregon  must  have  incomes  that 
are  less  than  70  percent  of  the  Federal  poverty  level  to  qualify  for 
Medicaid.  Oregon  has  estimated  that  this  provision  will  eventually 
add  about  120,000  people  to  the  Medicaid  rolls. 

Reimbursement  for  Medicaid  services  and  the  system  for  deliver- 
ing those  services  will  also  change  under  SB  27.  Most  Medicaid  re- 
cipients will  be  enrolled  in  mandatory  managed  care,  with  reim- 
bursement on  a  prepaid  per  capita  basis.  Certain  residents  of  rural 
counties  are  exempted  from  this  requirement,  and  they  will  contin- 
ue under  fee-for-services  rules.  Reimbursement  to  providers,  in  gen- 
eral, is  supposed  to  be  increased  to  encourage  pro  vers  to  participate 
in  the  program. 

Finally,  the  package  of  covered  services  to  which  Medicaid  recipi- 
ents are  entitled  could  change  substantially.  For  those  Medicaid  re- 
cipients subject  to  SB  27,  the  covered  services  will  be  determined 
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by  a  prioritized  list  of  health  services  in  which  health  conditions 
and  their  treatments  are  listed  in  importance  from  highest  to 
lowest.  The  State  legislature  takes  this  list,  determines  its  budget, 
and  then  draws  a  line  on  the  list  at  the  point  where  the  predicted 
cost  of  pro\4ding  services  is  equal  to  the  budget.  Conditions  and 
their  associated  treatments  above  the  line  are  covered;  those  below 
the  line  are  not  covered.  Diagnostic  services  needed  to  identify  a 
condition  will  be  covered  regardless  of  whether  the  treatment  falls 
below  the  line. 

Oregon  has  a  2-year  budget  cycle.  An  im.portant  provision  of  the 
plan  is  that  if  there  is  a  funding  shortfall  during  that  time,  the 
program  will  reduce  services  rather  than  cut  people  from  the  pro- 
gram or  lower  provider  payments.  If  necessary,  services  would  be 
eliminated  in  reverse  order  of  im^portance,  based  on  the  list. 

The  new  service  package  does  not  apply  to  current  elderly  and 
disabled  Medicaid  recipients.  These  groups  are  not  affected  by  SB 
27  and  will  get  the  same  ser\ices  under  the  same  rules  as  before. 
Long-term  care  services  are  not  included  on  the  prioritized  list. 
Mental  health  services  are  presently  excluded  from  the  list  as  well, 
although  they  are  scheduled  to  be  phased  in  in  the  future. 

The  list  itself  was  developed  by  a  Commission  established  in  law 
for  that  purpose.  To  derive  the  list,  the  Commission  first  assigned 
all  relevant  medical  diagnoses  and  procedures  into  709  condition- 
treatment  pairs.  For  example,  end-stage  renal  disease,  as  the  condi- 
tion, and  kidney  transplant,  one  of  the  treatments  for  that  condi- 
tion, are  a  condition-treatment  pair.  Birth  trauma  and  medical 
therapy  are  another  example  of  a  condition-treatment  pair. 

The  Commission  then  used  provider  and  public  input  and  their 
own  judgment  to  assign  each  condition-treatment  pair  to  a  general 
category  of  service,  such  as  maternity  care  or  comfort  care.  They 
then  ranked  the  general  categories,  and  then  within  each  category 
they  ranked  the  condition-treatment  pairs.  Finally,  they  moved  in- 
dividual condition-treatment  pairs  around  the  list,  both  within  and 
across  categories,  where  they  thought  it  appropriate. 

The  Commission  submitted  the  final  list  to  the  Oregon  legisla- 
ture on  May  1,  and  the  legislature  is  currently  debating  where  ex- 
actly the  line  is  to  be.  After  the  package  of  covered  services  is  de- 
termined, based  on  this  line,  the  State  will  submit  its  waiver  appli- 
cation to  the  Federal  Government. 

OTA's  study  of  the  Oregon  proposal  is  assessing  both  the  list 
itself,  and  the  process  used  to  establish  it,  and  the  broader  implica- 
tions to  beneficiaries  and  providers  of  implementing  the  overall 
Medicaid  proposal,  with  all  of  its  different  components.  The  report 
from  this  study  is  scheduled  to  be  delivered  to  Congress  this 
winter.  The  General  Accounting  Office  has  a  related  study  examin- 
ing Oregon's  Medicaid  managed-care  program,  and  we  are  coordi- 
nating with  them. 

Thank  you,  Mr.  Chairman,  and  I  would  be  happy  to  answer  any 
questions  you  have. 

[The  prepared  statement  of  Dr.  Herdman  and  Ms.  Power  may  be 
found  at  end  of  hearing.] 
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The  Chairman.  Thank  you  very  much.  Again,  thanks  to  all  of 
you  for  your  patience  in  sticking  around  and  giving  us  the  benefit 
of  your  thoughts. 

Can  I  ask  you,  Ms.  Power,  what  are  the  problems  you  are  run- 
ning into  with  regard  to  trying  to  establish  these  required  levels  of 
treatment? 

Ms.  Power.  We  are  examining  v/hat  Oregon  did  when  they  tried 
to  establish  the  condition-treatment  pairs.  We  are  in  the  middle  of 
a  study.  We  do  not  have  conclusions  about  necessarily  the  problems 
they  ran  into.  We  have  been  trying  to  understand  the  process  by 
which  they  came  up  with  it,  which  is  fairly  complicated. 

The  Chairman.  I  would  think  that  the  paperwork  associated 
with  something  like  this  has  to  be  horrendous. 

Ms.  Power.  I  don't  know  what  they  budgeted  for  their  adminis- 
trative costs.  I  am  sure  they  must  have  something  set  aside  for 
that. 

The  Chairman.  Well,  is  their  approach  to  only  implement  this  if 
they  run  into  cost  problems  in  the  2-year  cycle?  Is  this  something 
they  will  be  implementing  under  any  circumstances? 

Ms.  Power.  What  they  have  said  is,  if  they  can  get  a  waiver  from 
the  Federal  Government  to  permit  them  to  put  it  in  place,  that  it 
would  be  implemented,  I  believe,  in  1993.  They  plan  to  go  forward 
with  it. 

Then  the  only  question  is,  once  it  was  implemented,  whether  or 
not  they  would  have  to  reduce  services  if  they  had  a  funding  short- 
fall within  their  budget  cycle.  I  believe  they  intend  to  implement  it 
if  they  get  the  Federal  waiver. 

The  Chairman.  Well,  I  guess  the  question  I  have  is.  If  a  person 
has  an  end-stage  renal  disease  and  kidney  transplant  is  one  treat- 
ment for  that  condition,  are  you  basically  then  saying  that  in  this 
instance  where  you  have  this  level  of  disease,  we  are  going  to  limit 
it  to  this  one  treatment? 

Ms.  Power.  It  really  is  hard  without  looking  at  the  list. 

What  they  have  done  in  this  case  is,  end-stage  renal  disease  falls 
in  more  than  one  place.  For  example,  dialysis  would  be  a  different 
one.  It  is  in  a  different  place  on  the  list. 

At  the  moment,  the  kind  of  place  the  line  might  be  drawn  on  the 
list  might  result  in  both  of  those  alternative  treatments  ending  up 
above  the  line.  The  physicians  would  have  the  choice  of  providing 
the  kidney  transplant  or  dialysis. 

The  Chairman.  Does  age  play  any  role  in  it? 

Ms.  Power.  The  way  it  is  set  right  now  in  the  current  list,  it  does 
not  make  a  difference  in  whether  or  not  it  would  be  covered. 

Dr.  Herdman.  I  want  to  be  sure  you  understand  the  answer,  Mr. 
Chairman. 

The  list  is  broadly  divided  into  three  categories,  essential,  very 
important,  and  valuable  to  some. 
The  Chairman.  I  see. 

Dr.  Herdman.  Where  the  line  is  drawn,  some  condition-treat- 
ment pairs,  which  are  described — if  we  can  accept  that  descrip- 
tion— as  valuable  to  some,  will  not  be  funded;  that  is,  patients  in 
Oregon  who  have  that  condition  and  need  any  one  of  those  treat- 
ments appropriate  for  that  condition  will  not  receive  it,  or  at  least 
will  not  have  it  financed  by  the  Medicaid  program  in  that  State. 
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The  Chairman.  I  would  imagine  that  just  Hke  Members  of  Con- 
gress, you  get  very  different  views  on  what  some  might  consider, 
you  know,  some  importance  versus  what  others  might  consider  crit- 
ical. I  am  not  sure  how  you  get  that  kind  of  consensus  in  Oregon.  It 
would  be  interesting  if  you  can  do  it. 

May  I  ask,  on  Hawaii,  you  essentially  have  a  mandated-benefits 
approach  in  Hawaii;  is  that  not  the  case? 

Dr.  Sybinsky.  That  is  correct,  Mr.  Chairman. 

The  Chairman.  How  long  has  that  been  in  operation  in  Hawaii? 

Dr.  Sybinsky.  Seventeen  years.  We  started  in  1974. 

The  Chairman.  May  I  ask  you  what  the  level  of  satisfaction  is 
with  regard  to  your  health  care  system  in  Hawaii? 

Dr.  Sybinsky.  I  think  people  are  generally  satisfied. 

We  have  not  done  the  kind  of  satisfaction  studies  outlined  by 
Lou  Harris.  We  certainly  welcome  any  work  in  that  area,  because 
it  is  important  that  people  be  as  satisfied  with  the  system  as  possi- 
ble. 

The  Chairman.  Your  impression  is  that  most  Hawaiians  are  sat- 
isfied with  their  health  care  system? 

Dr.  Sybinsky.  I  think  so.  I  think  we  do  have  high-quality  care, 
very  up-to-date. 

The  Chairman.  The  argument  of  the  small  businessman,  was 
that  a  problem  there  in  terms  of  mandating? 

Dr.  Sybinsky.  It  certainly  was.  Of  course,  the  Chamber  of  Com- 
merce and  other  small  business  organizations,  did  oppose  the  Pre- 
paid Health  Care  Act  when  it  was  put  together.  But  I  think  part  of 
it  is  a  lack  of  putting  their  situation  in  perspective. 

The  amount  they  pay  for  health  insurance  for  their  employees, 
as  I  mentioned,  if  you  compare  it  to  someone  in  Arizona,  or  New 
York,  or  California,  it  is  much,  much  lower.  Of  course,  they  see  the 
problem  in  their  own  community,  and  they  are  going  to  be  dissatis- 
fied with  the  cost  of  health  insurance.  Most  small  business  people 
do  not  like  any  Government  regulation  at  all. 

I  think  they  are  generally  satisfied  with  the  care.  Businessmen 
will  complain  about  the  law,  but  I  don't  think  they  are  so  dissatis- 
fied they  would  overturn  it. 

The  Chairman.  Dr.  Wiener,  if  you  were  given  power  of  the  Con- 
gress and  the  President  for  1  day  to  decide  these  issues,  what 
would  be  your  approach  to  dealing  with  health  care?  Would  it  be 
incremental?  Would  it  be  single-payer?  What  kind  of  approach 
would  you  recommend? 

Mr.  Wiener.  I  think  I  would  take  a  different  strategy  for  acute 
care  and  for  long-term  care. 

On  acute  care,  I  think  what  we  ought  to  have  some  sort  of  em- 
ployer-mandated benefits  combined  with  single-payer  rate  setting 
and  budget  setting,  something  along  the  lines  of  what  Henry  Aaron 
has  outlined  in  his  book  that  is  coming  out  next  week. 

In  terms  of  long-term  care,  it  seems  we  have  a  different  situa- 
tion. We  have  no  tradition  of  private  insurance  there.  We  have  a 
welfare  system  and  out-of-pocket  payments.  There,  I  think  we  need 
a  combination  of  things,  but  I  think  what  the  Pepper  Commission 
proposed  makes  a  lot  of  political  and  pragmatic  sense.  What  they 
proposed  was  making  home  care  and  front-end  nursing  horae  care 
be  covered  under  social  insurance,  liberalizing  the  Medicaid  pro- 
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gram,  and  having  a  substantial  role  for  private  insurance  to  cover 
back-end — that  is,  long-stay  nursing  home  coverage. 

It  seems  to  me  that  makes  sense  and  has  a  nice  balance  among 
the  three  options. 

The  Chairman.  So  your  general  approach  would  be — I  don't 
want  to  describe  it  as  incremental.  You  would  basically  work  with 
the  existing  system  in  terms  of  improvements  as  it  is  currently 
shaped  as  opposed  to  something  more  dramatic? 

Mr.  Wiener.  In  terms  of  acute  care,  you  only  gave  me  President 
for  the  day.  If  you  gave  me  God  for  the  day,  I  would  probably  move 
to  a  national  health  insurance  system. 

It  seems  to  me  that  national  health  insurance  solves  a  lot  of  the 
problems  and  allows  certain  kinds  of  power  to  make  the  system  do 
what  you  want  and  allows  at  least  some  of  the  administrative  sav- 
ings that  GAO  and  others  have  been  talking  about  in  terms  of  the 
Canadian  health  care  system. 

The  Chairman.  Have  you  looked  at  the  Canadian  health  care 
system? 

Mr.  Wiener.  I  have  to  a  certain  extent.  As  Lou  Harris  and 
others  have  indicated,  they  find  substantial  degree  of  satisfaction. 
They  have  everyone  insured. 

I  think  the  bottom  line,  though,  is  that  they  do  only  somewhat 
better  than  we  do  in  terms  of  their  overall  rate  of  increase  in 
health  care  expenditures. 

What  I  found  in  looking  at  other  countries  in  terms  of  their 
health  care  costs  is  that  they  vary  dramatically  in  terms  of  their 
health  care  costs.  Great  Britain  has  about  a  quarter  of  the  health 
care  costs  that  the  United  States  has  on  a  per  capita  basis,  but 
there  is  not  really  very  much  difference  in  the  rate  of  increase 
across  countries  between  the  United  States  and  Great  Britain. 

The  Chairman.  Mr.  Spratt. 

Mr.  Spratt.  How  did  Oregon  implement  the  system?  Did  they 
have  a  waiver  from  Medicaid? 

Ms.  Power.  They  haven't  got  it  yet.  They  plan  to  submit  one 
later  this  summer  or  early  this  fall.  They  will  have  to  wait  until 
they  see  what  happens  to  that. 

Mr.  Spratt.  This  implementation  is  contingent  on  a  waiver  from 
Medicaid? 

Ms.  Power.  Right. 

Mr.  Spratt.  On  the  lower  tier  of  their  priorities,  valuable  to 
some,  what  sort  of  treatments,  maladies  and  treatments  are  listed? 

Ms.  Power.  Infertility  treatment,  for  example,  is  one  of  the 
things  fairly  low  on  the  list. 

Mr.  Spratt.  Transplants  fall  below  that  line? 

Ms.  Power.  Transplants  are  sprinkled  all  over  the  list.  There  are 
a  few  that  are  quite  high.  There  are  a  couple  quite  low,  in  the  high 
600s.  A  lot  around  the  middle  of  the  list. 

It  depends  on  which  condition  needs  the  transplant.  Bone 
marrow  transplants  appear  all  over  the  place.  Quite  a  few  are  on 
the  high  end.  Whether  or  not  you  get  the  bone  marrow  transplant 
depends  upon  where  the  line  is  drawn  and  which  condition  you 
have,  whether  that  condition-treatment  is  above  or  below. 

Mr.  Spratt.  Heart  bypass  operations,  where  would  they  fall? 

Ms.  Power.  I  can't  recall  where  that  is.  I  could  let  you  know. 


73 


Mr.  Spratt.  It  seems  to  me  the  one  problem  with  providing  uni- 
versal coverage  and  at  the  same  time  controlling  costs  is  that  the 
demand  will  increase  for  medical  services,  will  increase  substantial- 
ly if  the  35  to  40  million  people  who  have  no  or  inadequate  cover- 
age today  are  provided  some  reasonable  level  of  coverage. 

I  know  many  of  them  are  finding  treatment  through  one  means 
or  the  other,  showing  up  in  the  emergency  room,  the  outpatient 
clinics.  But  none  of  you  have  talked  about  coupling  this  kind  of 
payment  reform  with  capital  cost  controls  or  other  cost  controls. 

Do  you  think  there  has  to  be  a  coupling  in  order  to  contain  the 
increased  demand  that  universal  coverage  would  generate? 

Mr.  Wiener.  Let  me  respond  to  part  of  that.  First  of  all,  I  think 
it  is  important  to  keep  in  mind  how  much  you  are  actually  talking 
about.  In  general,  the  uninsured  get  between  onnne-half  and  two- 
thirds  of  the  health  care  services  of  the  insured.  So  with  15  percent 
of  the  population  uninsured,  we  are  talking  about  adding  5  percent 
to  the  national  health  budget,  if  we  can't  find  any  other  savings 
anywhere  else  in  the  system. 

I  find  it  hard  to  believe  we  could  not  find  5  percent  of  health 
care  savings  somewhere  in  the  system.  But  I  think  there  is  no 
doubt  that  you  are  right,  that  insurance  is  at  least  one  of  the  cul- 
prits in  terms  of  increasing  health  care  costs. 

The  more  people  you  make  insured,  the  more  you  add  to  those 
inflationary  pressures.  That  is  why  I  think  we  need  to  go  to  some 
kind  of  single  payor  system,  and  capital  controls  are  clearly  part  of 
it.  A  lot  of  our  costs  are  generated  by  those  MRIs,  other  machines, 
that  they  buy  and  then  we  just  spin  out  the  costs  from  it. 

Dr.  Herdman.  I  could  add  that  although  OTA  has  not  looked  at 
this  issue,  we  are  aware  of  the  literature  which  says  that  past  pay- 
ment systems,  to  some  extent  current  payment  systems  and  do  en- 
courage capital  expenditures  by  virtue  of — at  least  in  the  past, 
passthroughs,  guaranteed  profits,  return  on  equity,  and  so  on,  and 
that  the  United  States  does  have — the  best  word  escapes  me — cer- 
tainly a  splendid  capital  plant  with  its  health  care. 

Dr.  Sybinsky.  I  would  like  to  add  to  the  discussion  that  we  have 
come  closest  to  any  State  and  we  do  have,  I  think,  probably  the 
lowest  per  capita  cost  for  insurance  in  the  nation,  comparably 
speaking. 

Mr.  Spratt.  What  has  been  your  rate  of  increase  since  you  pro- 
vided the  mandated  universal  coverage? 

Dr.  Sybinsky.  We  do  not  have  figures  to  compare  before  and 
after.  Our  rate  of  increase  is  significant  and  very  worrisome  to  us. 

As  people  mentioned  this  morning,  we  do  have  to  get  a  handle  on 
the  costs.  But  one  of  the  tributes  that  we  think  can  really  reduce 
costs  are  dealing  with  primary  and  preventive  care  up  front, 
making  sure  those  services  are  available.  Those  kinds  of  things 
might  be  the  sort  of  thing  you  might  not  want  to  put  a  deductible 
on. 

Specialist  care,  other  more  technical  and  expensive  procedures 
may  well  be  assisted  with  some  copayments,  but  if  you  get  the  pri- 
mary and  preventive  care  up  front,  you  will  have  a  healthier  popu- 
lation and  reduce  the  back-end  costs  of  catastrophic  are. 

Similarly,  if  you  manage  the  economics  of  the  system  such  as  the 
physician  referral,  using  case  managers  and  other  forms  of  cost 
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controis,  we  can  actually  provide  better  care  at  reduced  costs.  That 
is  another  factor  that  we  would  like  to  look  into. 

Mr.  Spratt.  None  of  you  mentioned — primarily  because  of  what 
you  were  talking  about,  but  none  of  you  took  up  the  topic  of  defen-  j 
sive  medicine,  what  it  is  costing  us  in  terms  of  the  total  amount  we 
spend. 

Nobody  that  has  testified  whom  I  have  heard  today  has  men- 
tioned the  PROs.  I  spent  a  fair  amount  of  my  time  listening  to  doc- 
tors and  hospital  administrators  complain  about  Medicare.  This  is 
one  of  their  principal  complaints. 

In  my  State,  at  least,  they  are  firmly  of  the  opinion  that  the 
PROs  today  generate  more  defensive  medicine  than  the  malprac- 
tice threat.  In  South  Carolina  we  do  have  an  enormous  malpractice 
threat.  It  is  not  as  serious  as  it  is  in  some  States  that  are  more  liti- 
gation prone,  but  the  PROs  are  an  increasing  bone  of  contention 
with  the  doctors. 

Having  listened  to  their  cases,  I  sat  through  one  of  the  second 
largest  hospitals  in  my  district  a  couple  of  weeks  ago.  One  doctor 
who  won  the  prize  for  the  best  anecdote  said  literally  on  the  same 
day  he  received  two  letters  from  his  PRO.  One  was  a  letter  repri- 
manded him  for  unnecessarily  admitting  a  patient  and  denying 
payment  for  that  particular  admission.  A  separate  letter  came  as 
to  the  same  patient  as  it  turned  out  reprimanding  him  for  prema- 
turely discharging  the  same  patient. 

All  of  them  had  indications  that  were  more  than  just  capping. 
They  all  said  that  clearly  they  were  ordering  more  CAT  scans, 
doing  more  diagnostic  tests  to  make  sure  they  didn't  get  second 
guessed  by  the  PRO  review. 

Do  you  have  any  observations  about  that  yourselves?  Does  that 
fall  outside  the  purview  of  what  you  have  been  doing? 

Dr.  Herdman.  Well,  I  don't  think  we  have  any  observations  right 
now,  Congressman. 

I  would  say  that  it  is  clear,  and  Members  of  Congress  have  made 
it  explicit  to  us,  that  defensive  medicine  is  a  substantial  problem, 
one  that  deserves  further  study. 

It  is  my  view  that  OTA  may  well  be  embarking  on  such  a  study 
in  the  very  near  future.  I  say  ''may"  because  I  am  not  in  a  position 
to  comment  on  studies  before  they  are  approved  by  our  board.  As 
you  know,  we  have  to  consult  with  people  before  we  take  on  a 
study  and  begin.  I  am  confident  that  we  may  well  be. 

If  you  or  the  Committee  has  an  interest  in  such  a  study  and 
would  like  to  request  that  or  endorse  it,  we  would  be  very  happy  to 
hear  from  you. 

Mr.  Spratt.  I  will  be  delighted  to  do  it.  I  will  send  a  copy  to  the 
doctors  I  met  with  last  Monday  night. 

Mr.  Wiener.  I  don't  have  any  specific  information  about  PROs.  I 
think  it  is  important  to  remember  where  they  came  from.  They 
came  from  a  concern  that  a  substantial  amount  of  health  care  was 
either  inappropriately  applied  or  unnecessarily  applied. 

One  can  only  look  at  the  vast  differences  across  geographic  areas 
in  terms  of  utilization  rates,  in  terms  of  hospital  lengths  of  stay, 
without  scratching  your  head  and  wondering  whether  all  of  it  is 
necessary.  There  is  now  a  large,  extremely  controversial  literature 
that  suggests  that  substantial  portions  of  a  variety  of  procedures 
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such  as  coronary  artery  bypass  surgery  is  questionable,  if  not  un- 
necessary. 

So  long  as  the  Congress  is  concerned  about  the  public  purse  and 
as  this  Committee  always  has  been  and  always  will  be,  I  think  the 
PROs  out  there  trying  to  make  sure  

Mr.  Spratt.  In  South  Carolina,  the  PROs  have  ceased  giving  pro- 
spective opinions.  They  have  just  announced  they  found  it  simply 
not  worth  the  effort;  it  is  not  yielding  that  cases  of  unnecessary 
treatment.  So  they  are  going  to  confine  themselves  solely  to  retro- 
spective reviews. 

Mr.  Wiener.  It  is  always  easier  to  do  a  retrospective  review  be- 
cause the  case  is  closed. 

Mr.  Spratt.  Thank  you  very  much. 

The  Chairman.  On  the  Oregon  situation,  have  you  seen  what  the 
political  situation  is  like?  Are  they  running  into  trouble  trying  to 
ration  health  care  services  there? 

Ms.  Power.  Well,  the  current  state,  as  we  understand  it,  as  of  a 
couple  of  days  ago,  on  their  proposal  to  draw  the  line  on  their  list 
of  services  was  that  the  legislative  subcommittee  that  had  the  ini- 
tial recommendation  to  make  had  recommended  drawing  the  line 
around  533  out  of  790.  That  is  only  about  two-thirds  of  the  way 
down  the  list. 

But  apparently  also  recommended  on  that  they  hoped  that  some- 
body would  come  up  with  more  money  so  they  could  draw  the  line 
further  down.  We  are  waiting  to  see  what  happens.  Obviously,  a  lot 
of  what  people  think  of  it  and  what  the  implications  of  it  are  de- 
pends on  whether  they  draw  the  line  in  the  middle  or  almost  at  the 
bottom. 

The  Chairman.  It  ought  to  be  fascinating  to  see.  It  is  like  the 
other  issues  you  discuss  here.  Everybody  sees  a  nice,  simple  answer 
until  you  start  to  get  into  it.  Then  people  see  the  other  side  of  it. 
All  hell  breaks  loose. 

I  have  a  feeling  they  may  run  into  a  buzz  saw  with  this  thing.  It 
will  be  interesting  to  follow. 

Again,  thanks  to  all  of  you  for  your  testimony.  We  are  neither 
God  nor  the  President  nor,  for  that  matter,  the  Congress.  One 
thing  is  clear.  We  have  walked  into  a  cauldron  of  doing  something 
about  health  care  and  I  have  a  sense  that  if  it  does  not  happen  in 
this  session  of  the  Congress,  it  will  before  the  end  of  the  1990's, 
that  there  will  be  action  taken  on  the  health  care  delivery  system. 
I  guess  the  only  hope  is  we  take  the  right  approach. 

I  have  a  feeling  as  George  Mitchell  said  today,  that  in  every  solu- 
tion there  are  seeds  of  additional  problems.  I  have  a  feeling  we  will 
walk  right  into  that. 

It  is  pretty  clear  both  the  country  as  well  as  from  a  budget  point 
of  view,  that  we  have  no  alternative  but  to  confront  this  issue.  It 
will  represent  20  percent  of  the  Federal  budget.  You  combine  that 
with  interest  payments.  You  are  talking  about  almost  50  percent  of 
the  Federal  budget  being  represented  by  just  two  areas.  There  is  no 
alternative  but  to  confront  these  issues.  Thank  you  for  your  testi- 
mony. 

[Additional  material  submitted  for  the  record  follows:] 
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PREPARED  STATEMENT  OF  HON.  HENRY  A.  WAXMAN 


Mr.  Chairman  and  Members  of  the  Committee,  I  am  pleased  to  appear 
before  you  this  morning  to  discuss  one  of  the  most  urgent  domestic 
issues  facing  this  country:  health  care  reform. 

Recently,  Senator  Rockefeller  and  I  introduced  legislation  to 
implement  the  health  care  reform  recommendations  of  the  Pepper 
Commission.     You  will  be  hearing  shortly  from  Senator  Mitchell,  who 
recently  introduced  a  comprehensive  health  care  reform  bill,  as  well 
as  our  colleague  in  the  House,  Mr.  Stark,  who  has  his  own  initiative. 
My  Committee,  along  with  the  Ways  and  Means  and  Education  and  Labor 
Committees,  is  working  with  the  House  Leadership  to  develop  an 
initiative  that  House  Democrats  can  support. 

The  Administration 

Only  the  Bush  Administration  doesn't  seem  to  see  the  urgency  of 
the  problem.     In  his  State  of  the  Union  message  just  five  months  ago. 
President  Bush  said,  "Good  health  care  is  every  American's  right." 
Unfortunately,  there  are  millions  of  Americans  who,  unlike  the 
President  —  and  Members  of  Congress  —  do  not  have  access  to  good 
health  care.     Yet  the  Secretary  of  Health  and  Human  Services  has  spent 
the  last  few  months  telling  audiences  around  the  country  just  what  the 
Administration  is  against,  which  includes  all  of  the  reform  proposals 
you  will  hear  about  this  morning.    We  still  have  no  clue  what  —  if 
anything  —  the  Administration  is  for,  other  than  personal 
responsibility  and  malpractice  reform. 

The  Pepper  Commission 

I've  been  asked  to  outline  the  Pepper  Commission  approach. 
Attached  to  my  testimony  is  a  short  summary  of  the  House  version,  H.R. 
2535,  which  I  introduced  earlier  this  month. 

Under  this  bill,  all  Americans  would  have  coverage  for  basic 
health  care  —  preventive,  hospital,  and  physician  services  —  in  one 
of  three  ways:    through  their  employers;  through  a  new.  Federally  run 
public  plan;  or,  in  the  case  of  the  elderly  and  disabled,  through 
Medicare. 

Large  and  medium-sized  employers  would  be  required  to  assure  that 
all  full-time  employees  and  dependents  have  coverage  for  basic  health 
services.  Employers  could  meet  this  obligation  either  by  offering 
private  coverage  or  by  enrolling  their  •nployees  in  the  new  public 
program  for  a  premium  set  at  a  fixed  percent  of  payroll. 
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Unlike  an  employer  "mandate,"  under  which  employers  would  be 
required  to  purchase  private  insurance  coverage  for  their  employees 
and  dependents  regardless  of  cost,  this  "play  or  pay"  approach 
guarantees  employers  that  their  financial  exposure  is  limited  to  a 
fixed  percent  of  payroll.     At  the  same  time,  if  the  employer  premium 
level  is  set  high  enough,  the  "play  or  pay"  does  not  create  an 
incentive  for  most  employers  to  move  their  employees  into  the  public 
plan,  keeping  on-budget  costs  down. 

To  control  private  and  pxiblic  health  care  spending,  my  bill  does 
several  things. 

First,  it  creates  incentives  for  consvimers  to  be  cost-conscious  by 
subjecting  all  of  the  basic  health  services  other  than  preventive  care 
to  deductibles  of  $250  per  individual  and  $500  per  family,  and  by 
imposing  a  20  percent  coinsurance  obligation.     Low-income  people  would 
given  assistance  in  meeting  these  cost-sharing  requirements. 

Second,  the  bill  gives  employers,  insurers,  labor-management 
funds,  and  other  private  purchasers  the  option  to  use  pxablic  plan 
rates  in  paying  for  hospital,  physician,  and  other  basic  health  care 
services.     The  public  plan  will  pay  for  basic  health  services  using 
Medicare  principles. 

Finally,  the  bill  creates  incentives  for  the  use  of  managed  care, 
preempts  State  minimum  benefits  laws,  and  directs  the  development  and 
use  of  clinical  practice  guidelines. 

Although  the  bill  will  help  restrain  health  care  costs,  it  will 
still  require  significant  additional  Federal  funds.     I  don't  yet  know 
exactly  how  much,  but  I  have  requested  estimates  from  both  CBO  and 
0MB.     Some  of  these  costs  would  be  paid  for  by  the  premium 
contributions  made  to  the  public  plan  by  employers  who  choose  to  "pay" 
and  by  individuals  outside  the  workforce  who  choose  to  enroll.  My 
proposal  for  the  rest  of  the  financing  needed  to  keep  the  public 
prograun  on  a  pay-as-you-go  basis  would  be  a  surtax  on  individual  and 
corporate  income  tax  liability.    The  exact  amount  of  the  surtax  would 
be  set  once  estimates  of  the  public  progreun  costs  are  available. 

I  suggest  this  surtax  because  it  is  simple  to  administer  and 
understand,  broad-based,  moderately  progressive,  and  is  likely  to  grow 
over  time.     I  recognize  that  there  are  other  potential  revenue  sources 
that  the  committees  of  jurisdiction  may  wish  to  use  instead.  The 
important  point  is  that  the  public  program  be  given  a  revenue  source 
that  is  stable  and  avoids  the  chronic  under financing  that  plagues  the 
Medicaid  program. 

Concluding  Observations 


In  closing,  I  want  to  make  four  points. 
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First,  the  way  we  pay  for  health  care  in  this  country  is 
fundamentally  flawed.     The  system  is  broken  and  it  needs  to  be  fixed. 
Leaving  things  alone  won't  solve  the  problem.     Instead,  costs  will 
continue  to  climb,  and  more  Americans  will  become  uninsured  or 
underinsured.     For  millions  of  Americans,  access  to  basic  health  care 
services  will  be  threatened. 

Second,  the  longer  we  wait  to  begin  to  solve  this  problem,  the 
more  expensive  the  solution  will  be.     Health  care  costs'  are  projected 
to  grow  at  least  12%  per  year  over  the  next  few  years.     At  this  rate, 
to  assure  that  all  Americans  have  access  to  a  basic  package  of 
services  will  cost  57%  more  in  1995  than  it  would  cost  today  and  147% 
more  in  the  year  2000  than  it  would  cost  today. 

Third,  even  with  effective  cost  controls,  health  care  reform  will 
not  be  budget  neutral.     No  one  disputes  that  there  are  substantial 
savings  to  be  had  from  eliminating  inappropriate  care,  reducing 
administrative  overhead,  and  other  system  reforms.     But  these  savings 
will  not  be  sufficient  to  supply  all  of  the  additional  resources 
needed  to  assure  that  all  Americans  have  coverage  for  basic  health 
care  services.     The  numbers  of  uninsured  and  underinsured  Americans  is 
simply  too  large. 

My  final  point  is  that  if  we  are  serious  about  giving  all 
Americans  coverage  for  basic  health  care  services,  there  are  really 
only  two  roads  to  reform.     One  is  to  build  on  the  existing 
employment-based  health  insurance  system,  as  the  Pepper  Commission 
bill  and  Senator  Mitchell's  proposal  would  do.     The  other  is  to  phase 
out  the  current  private  health  insurance  system  and  replace  it  with 
Medicare,  as  Mr.  Stark's  bill  would  do,  or  with  a  new  public  health 
insurance  program,  as  Mr.  Dingell's  bill  or  Mr.  Russo's  bill  or  Ms. 
Oakar's  bill  would  do. 

The  road  we  must  avoid  is  the  one  which  looks  to  each  State  to 
develop  its  own  solution  to  paying  for  basic  health  services.  The 
Medicaid  program  teaches  us  that  State  revenue  growth  cannot,  over 
time,  keep  pace  with  the  costs  of  providing  basic  health  care 
services,  even  where  drastic  cost  controls  —  such  as  limiting  covered 
hospital  days  to  18  per  year  —  are  used.     If  States  are  given  a  major 
role  in  financing  health  care  services,  they  will  insist  on 
"flexibility"  to  control  their  expenditures  by  limiting  benefits, 
lowering  reimbursement,  or  reducing  eligibility. 

I  believe  that  all  Americans,  whether  they  live  in  California  or 
Maine  or  Texas  or  Tennessee,  should  be  entitled  to  coverage  for  basic 
health  services.     I  look  forward  to  working  with  you  and  the  members 
of  this  Committee  to  design  and  fund  a  program  that  will  achieve  this 
goal  as  soon  as  possible. 
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Brief  Summary  of 
H.R.  2535 

Pepper  Commission  Health  Care  Access  and  Reform  Act  of  1991 

(Waxman) 
6/4/91 

Overview.  At  full  implementation,  all  Americans  would  have 
coverage  for  basic  health  services  through  one  of  the  following:  (1) 
private  group  health  insurance  offered  by  their  employers;  (2)  a  new, 
Federally-administered  public  health  insurance  program;  (3)  Medicare; 
or  (4)  qualified  individual  health  insurance  policies.  Basic  health 
services  would  include  hospital,  physician,  diagnostic,  preventive, 
and  limited  mental  health  services.  With  the  exception  of  preventive 
services,  these  services  would  be  subject  to  deductibles  and 
coinsurance  requirements,  with  an  overall  annual  limit  on  cost-sharing 
of  $3,000  per  family.  Private  purchasers  —  employers,  unions,  health 
insurers,  managed  care  plans  —  would  be  able  to  use  the  same  payment 
rates  for  basic  health  services  that  Medicare  and  the  new  public 
prograun  use.  Health  insurance  products  sold  to  firms  with  100  or  less 
employees  would  be  subject  to  minimum  standards  designed  to  make  group 
coverage  accessible  to  employers.  Low  income  persons  would  be  eligible 
for  subsidies  that  limit  or  eliminate  cost-sharing  obligations. 
Capital  funds  would  be  made  available  to  expand  primary  care  and 
public  health  delivery  capacity.  The  bill  would  be  financed  on  a 
pay-as-you-go  basis,  with  funds  for  the  public  health  insurance  plan 
coming  from  a  combination  of  employer  and  individual  premiums  and  a 
surtax  on  personal  and  corporate  income  tax  liability.  These  reforms 
would  be  phased  in  over  5  years. 

Employer-based  Coverage.  By  full  implementation,  all  employers 
with  25  or  more  employees  would  be  required  to  offer  coverage  for 
basic  health  care  services  to  their  full-time  employees  and  dependents 
on  a  "play  or  pay"  basis.      Employers  could  meet  this  requirement  by 

(1)  purchasing  private  group  health  insurance   (or  self-insuring) ,  or 

(2)  paying  a  premium  set  at  a  fixed  percent  of  payroll  to  enroll  their 
employees  and  dependents  in  the  public  health  insurance  plan.  The 
percent  of  payroll  would  be  fixed  by  the  Secretary  of  HHS  to  assure 
that  employers  do  not  have  stronger  incentives  to  enroll  their 
employees  in  the  public  health  insurance  plan  than  to  insure  them 
privately.  If  the  Secretary  does  not  set  the  percent,  the  bill  would 
set  it  at  7.  Employers  opting  to  purchase  private  group  insurance 
coverage  would  be  required  to  pay  at  least  80  percent  of  the  premium; 
low-income  employees  could  qualify  for  subsidies  (paid  by  the  public 
plan)  for  their  share  of  premiums  and  deductibles. 

Employers  with  fewer  than  2  5  (but  more  than  4)  employees  would  be 
subject  to  this  "pay  or  play"  requirement  only  if,  by  the  end  of  the 
4th  year  after  enactment,  less  than  a  specified  target  percentage  of 
their  employees  have  no  coverage  for  basic  health  services.  Employers 
with  fewer  than  5  employees  would  be  exempt  from  this  requirement 
altogether;  they  and  their  employees  could  enroll  in  the  public  plan 
on  an  individual  basis. 

Public  Health  Insurance  Plan.  Beginning  with  the  third  year  after 
enactment,  all  individuals  who  are  not  covered  through  their  employers 
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(or  through  an  individual  qualified  health  insurance  policy)  would  be 
eligible  to  enroll  in  a  public  health  insurance  plan.  The  plan  would 
offer  coverage  for  the  same  package  of  basic  health  services 
(including  parallel  deductible  and  coinsurance  requirements)  that 
employers  would  be  required  to  offer,  plus  early  and  periodic 
screening,  diagnosis,  and  treatment  (EPSDT)  services  for  children.  The 
Secretary  would  be  directed  to  develop  clinical  practice  guidelines 
with  respect  to  these  services  to  assure  quality.  The  public  plan 
would  be  administered  by  the  Federal  government  using  private  fiscal 
agents  to  process  claims.  The  program  would  have  no  ties  to  Medicaid 
or  the  welfare  system.  Low-income  individuals  enrolling  in  the  public 
plan  would  also  be  eligible  for  premium  and  deductible  subsidies 
related  to  income. 

Medicare.  The  Medicare  program  would  be  left  intact. 
Beneficiaries  would  be  able  to  obtain  Medigap  supplemental  coverage 
through  the  public  health  insurance  plan.  Coverage  of  preventive 
services  would  be  expanded  to  include  colorectal  cancer  screening. 
Low-income  beneficiaries  would  be  eligible  for  assistance  with 
Medicare  premiums,  deductibles,  and  cost-sharing  requirements  under 
the  public  plan. 

Medicaid.  Current  Medicaid  beneficiaries  would  receive  coverage 
for  basic  health  services  under  either  the  new  public  health  insurance 
plan  or  through  their  employers.  Medicaid  benefits  that  are  not 
included  in  the  basic  health  services  package  (e.g.,  prescription 
dzTigs,  nursing  home  care)  would  continue  to  be  offered  through  the 
current  Medicaid  program  under  existing  rules.  Current  State  spending 
for  Medicaid  coverage  for  the  basic  health  services  would  be  phased 
out  entirely  by  full  implementation. 

Cost  Containment.  The  basic  health  services  package  is  subject  to 
deductibles  of  $250  per  individual,  $500  per  family.  The  public 
health  insurance  plan  would  pay  for  basic  health  services  using 
Medicare  payment  rules.  Private  purchasers  (health  insurers, 
employers,  labor-management  funds,  etc.)  would,  at  their  option,  be 
able  to  use  the  public  plan's  payment  rates  in  purchasing  basic  health 
services  for  their  own  enrollees.  The  bill  would  preempt  State  laws 
mandating  the  coverage  of  services  other  than  those  contained  in  the 
basic  health  services  package,  as  well  as  State  laws  restricting  the 
use  qualified  managed  care  plans. 

Small  Group  Insurance  Reforms.  States  would  be  required,  by  the 
third  year  after  enactment,  to  enforce  minimum  federal  standards  on 
all  health  insurance  products  marketed  to  employers.  No  qualified  plan 
could  deny  or  limit  coverage  of  basic  health  services  to  any 
individual  on  the  basis  of  health  or  risk  status.  The  Secretary  of 
HHS,  in  consultation  with  the  Secretary  of  Labor,  would  apply  minimum 
standards  to  self-insured  employment-related  plans.  If  a  State  failed 
to  establish  or  maintain  an  acceptable  regulatory  program,  the 
Secretary  would  be  authorized  to  certify  all  health  insurance  products 
marketed  to  employers  in  the  State.  Qualified  health  plans  offered  to 
small  employers  (100  or  fewer  employees)  would  be  required  to  offer  at 
least  a  basic  benefit  plan,  use  community  rating,  guarantee  issue  and 
renewal     of     policies,     and     meet     certain     information  disclosure 
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requirements. 

Financing.  The  costs  of  the  public  health  insurance  plan  would  be 
financed  from  three  sources:  (1)  the  premiums  (set  at  a  fixed  percent 
of  payroll)  paid  by  those  employers  opting  to  enroll  their  employees 
in  the  public  plan;  (2)  the  premiums  (set  on  a  community-rated  basis) 
paid  by  individuals  enrolling  in  the  public  plan  on  a  non-employment 
basis;  and  (3)  the  revenues  from  a  surtax  on  personal  and  corporate 
income  tax  liability.  The  surtax  would  be  set  at  a  level  necessary  to 
generate  the  revenues  needed  to  fund  the  public  plan  costs  that  are 
not  covered  by  the  employer  and  individual  premiums.  Funds  from  all 
three  sources  would  be  credited  to  a  Public  Health  Insurance  Trust 
Fund,  from  which  benefits  would  be  paid. 

Primary  Care  and  Public  Health  Delivery  Capacity.  The  Secretary 
would  be  directed  to  spend,  each  year,  between  0.5  and  1.0  percent  of 
the  amounts  in  the  Public  Health  Insurance  Trust  Fund  for  construction 
and  modernization  of  new  public  health  and  primary  care  delivery  sites 
in  underserved  urban  and  rural  areas.  The  Secretary  would  also  be 
directed  to  report  every  five  years  on  the  impact  of  this  bill  on 
achieving  the  goals  and  objectives  in  Healthy  People  2000. 

Transition.  The  bill's  requirements  would  be  phased  in  over  the 
first  5  years  after  enactment. 

Year  1.  Secretary  of  HHS  develops  regulations  and  guidelines;  NAIC 
develops  small  group  market  health  insurance  reform  standards 

Year  2.  Medicaid  coverage  extended  to  all  pregnant  women  and 
infants  below  185  percent  of  poverty  at  100%  Federal  expense.  States 
must  legislate  small  group  market  health  insurance  reforms  [check]. 

Year  3.  Public  plan  begins  operation,  enrollment  available  to  all. 
Large  employers  (more  than  100  employees)  required  to  offer  private 
coverage  for  basic  health  services  to  employees  and  families  or  to 
enroll  them  in  public  plan.  State  benefits  mandates  preempted  for 
large  employers.  Carriers  may  not  market  unqualified  health  insurance 
products  to  employers.  Private  payors  have  option  to  use  public  plan 
payment  rates  in  purchasing  basic  health  services.  Survey  of  coverage 
among  employees  of  small  firms  (less  than  25  but  more  than  4 
employees)  to  determine  percentage  target  for  coverage  of  uninsured 
workers . 

Year  4.  Medium-size  employers  (more  than  24  but  less  than  101 
employees)  required  to  offer  private  coverage  for  basic  health 
services  to  employees  and  families  or  to  enroll  them  in  public  plan. 
State  benefits  mandates  preempted  for  medium-size  employers.  Small 
group  market  reforms  effective.  Coverage  among  employees  of  small 
firms  re-surveyed  to  determine  whether  target  for  coverage  of 
uninsured  workers  is  met. 

Year  5.  All  Americans  required  to  have  coverage  for  basic  health 
services  through  (1)  employer  group  health  insurance,  (2)  public 
health  insurance  plan,  or  (3)  individual  qualified  health  insurance 
policy.  If  small  employers  do  not  meet  target  for  coverage  of 
uninsured  workers,  they  are  subject  to  same  "pay  or  play"  requirements 
as  large  and  medium-size  firms. 
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Testimony  of  the  Honorable  Pete  Stark 
Chairman,  Subcommittee  on  Health 

Committee  on  Ways  and  Means 
Before  the  Committee  on  the  Budget 

June  19,  1991 

"The  MediPlan  Act  of  1991" 

The  American  health  care  system  is  currently  right  on 
track  to  achieve  the  dubious  accomplishments  of  leaving 
fifty  million  Americans  without  health  protection  while 
ringing  up  costs  in  excess  of  $1.5  trillion  by  the  year 
2000. 

We  can  stand  back  and  do  nothing,  or  we  can  act  to 
assure  that  these  outcomes  do  not  come  to  pass. 

Access  to  health  care  should  be  considered  a  basic 
right  of  every  American.     Unfortunately,  it  appears  that  we 
slip  further  away  from  assuring  this  right  every  year. 

Almost  thirty-four  million  Americans  currently  lack 
health  insurance,  and  another  seven  to  ten  million  Americans 
are  covered  by  inadequate  plans.     As  many  as  sixty-five 
million  lack  health  insurance  at  some  point  during  the  year. 

And  while  more  and  more  Americans  find  themselves 
without  health  insurance,  the  system  keeps  spending  more  and 
more  and  more  dollars,  as  if  there  were  no  limits.     If  we 
don't  do  something,  we  will  bankrupt  our  industries  and 
price  our  products  out  of  the  international  marketplace. 

A  national  strategy  is  necessary  to  provide  all 
Americans  basic  and  affordable  health  care.  Unfortunately, 
other  approaches,  including  the  employment-based  plan 
recommended  by  the  Pepper  Commission,  would  not  be  truly 
comprehensive.     Only  a  single  payer  plan  under  public 
auspices  can  assure  every  American  a  basic  level  of  health 
services . 

For  example,  under  an  employment-based  plan,  children 
may  be  particularly  vulnerable.     Changing  family  patterns 
create  equity  problems  with  employer-based  plans  and  often 
leave  children  or  spouses  without  the  coverage  they  need. 
Only  a  public  plan  can  assure  that  all  children  are  covered 
and  that  payment  on  their  behalf  is  shared  equitably. 

Part-time  and  seasonal  workers  may  also  fall  through 
the  cracks  in  an  employment-based  system.     It  is  unclear  how 
such  an  employment-based  system  would  help  those  individuals 
who  change  jobs,  are  employed  by  more  than  one  employer,  or 
are  unemployed  for  some  period  during  a  year. 
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A  national  plan  is  also  critical  for  cost  containment. 
Through  a  single  national  plan,  operated  by  the  Federal 
government,  it  is  possible  to  build  upon  the  fiscal  disci- 
pline that  we  have  achieved  in  Medicare.     An  employer 
mandate  approach  would  continue  the  ineffective  patchwork 
approach  to  controlling  costs  of  the  current  system. 

Because  I  am  convinced  that  a  national  strategy  is 
necessary  to  provide  all  Americans  basic  health  services  and 
implement  meaningful  cost  containment  strategies,  I  have 
introduced  the  MediPlan  Act  of  1991  (H.R.  650)  to  provide 
publicly-financed  health  insurance  to  every  American. 

The  MediPlan  Act  of  1991  will  assure  vital  health 
insurance  protection  to  every  American.     Its  enactment  would 
make  real  every  American's  basic  right  to  high-quality 
health  services  and  would  control  skyrocketing  health  care 
costs.     All  residents  of  the  United  States,  rich  or  poor, 
would  be  enrolled  in  MediPlan  and  eligible  for  health 
benefits. 

Enactment  of  MediPlan  will  achieve  a  priority  goal  of 
the  American  people  —  universal  access  to  health  care.  And 
it  will  do  so  in  a  responsible,  cost-effective  manner  which 
builds  upon  the  proven  strategies  of  Medicare  in  order  to 
control  costs. 

MediPlan' s  basic  benefits  would  be  similar  to  those 
currently  provided  to  the  elderly  by  Medicare.     In  addition, 
MediPlan  would  cover  all  children  and  all  pregnant  women 
without  payment  of  a  premium  and  without  copayments  or 
deductibles.     Benefits  would  include  needed  pre-natal,  labor 
and  delivery,  and  preventive  well-child  care,  including 
immunizations.    MediPlan  would  also  provide  additional, 
essential  benefits,  such  as  prescription  drug  coverage,  for 
low  income  Americans,  who  would  also  not  pay  premiums, 
copayments  or  deductibles. 

MediPlan  is  not  based  upon  ideas  borrowed  from  another 
country.     Its  basic  design  was  developed  by  the  Congress  and 
the  Kennedy  Administration  in  the  early  1960s.     In  fact,  at 
the  time  Medicare  was  developed,  many  believed  that  it  would 
be  expanded  to  phase  in  coverage  of  other  groups. 

It  is  also  true  that  MediPlan  does  not  require  the 
design  of  a  new  system  from  scratch.    All  of  the 
administrative  mechanisms  already  exist. 
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MediPlan  also  provides  for  responsible,  workable  cost 
containment.     Through  the  use  of  Medicare's  DRG-based 
prospective  payment  system  (PPS)  for  hospitals  and  through 
volume  performance  standards  and  resource-based  relative 
value  scale  (RBRVS)  for  physicians,  MediPlan  builds  its  cost 
containment  strategy  on  the  only  proven  cost  containment 
system.     It  is  important  to  recognize  that  Medicare  is  the 
most  successful  health  insurance  program  in  this  country. 

This  is  somewhat  different  from  our  usual  view  of 
Medicare.     The  more  common  view,  expressed  frequently  during 
reconciliation  debates,  casts  Medicare  in  the  role  of  a 
government  program  whose  costs  are  out  of  control.  The 
truth  is  that,  when  compared  to  other  insurance  plans, 
Medicare  is  a  virtual  model  of  effectiveness  and  efficiency. 

We  have  done  a  better  job  of  providing  benefits, 
assuring  access  to  care,  and  controlling  costs  than  any 
other  public  or  private  health  insurance  plan  in  this 
country.     This  is  a  record  that  can,  and  should,  be  built 
upon  as  the  basis  of  a  program  of  universal  access  for  all 
Americans,  and  that  is  what  I  propose  to  do  through 
MediPlan. 

MediPlan  is  budget-neutral;  the  proposed  legislation 
raises  the  revenue  necessary  to  cover  its  cost.     Through  a 
combination  of  employer  and  employee-paid  premiums  plus  a 
new  tax  on  gross  income,  MediPlan  provides  a  blueprint  of 
how  comprehensive  health  benefits  for  every  American  could 
be  financed. 

To  finance  the  basic  health  benefits,  every  person  with 
income  above  the  poverty  line  would  pay  their  share  of  the 
MediPlan  premium  (the  total  premium  is  about  $1, 000/person) 
through  the  income  tax  system.     Every  employer  would  pay 
eighty  percent  of  the  MediPlan  premium  on  behalf  of  each 
working  American  through  a  payroll  tax  of  about  $.40  per 
hour  to  a  maximum  of  $800/year  per  employee.  Thus,  each 
full-time  worker  would  be  responsible  for  $200  of  the  annual 
premium. 

Low-income  persons  would  not  pay  the  individual's  share 
of  the  MediPlan  premium.     Between  $8,000  and  $16,000  for 
individuals  and  $16,000  and  $32,000  for  married  couples,  the 
individual's  share  of  the  MediPlan  premium  would  be  phased 
in. 

MediPlan  requires  $65  billion  in  revenues  beyond  the 
payment  of  the  MediPlan  premium  to  support  health  insurance 
for  children,  pregnant  women,  and  low-income  persons. 
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To  cover  the  $65  billion  in  benefits,  revenues  would  be 
raised  under  MediPlan  through  a  two  percent  tax  on  gross 
income,   including  tax-exempt  income,  deferred  income  and 
other  forms  of  income  not  currently  subject  to  taxation. 
Individuals  with  incomes  below  200  percent  of  the  poverty- 
level  would  be  exempt  from  the  tax.     All  revenues  from  the 
MediPlan  income  tax  would  be  paid  into  the  MediPlan  Trust 
Fund. 

MediPlan 's  health  care  benefits  would  provide  a  true 
health  care  safety  net  for  every  American.     I  suspect  that 
most  will  embrace  the  benefits  included  in  this  bill,  but 
not  support  the  proposed  taxes  necessary  to  fund  the 
benefits. 

To  talk  about  the  benefits  without  considering  the 
costs  and  how  to  pay  for  benefits  is  to  mislead  the  American 
people.     I  would  urge  those  who  object  to  the  financing 
proposal  to  offer  one  of  their  own,  or  suggest  areas  where 
benefits  of  the  program  should  be  reduced. 

I  hope  that  my  plan  will  move  the  debate  forward,  so 
that  the  102nd  Congress  can  enact  the  major  changes  the 
country  so  desperately  needs.     I  look  forward  to  working 
with  my  colleagues  on  the  Budget  Committee  to  achieve  that 
goal. 
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STATEMENT  OF  THE  HONORABLE  NANCY  L.  JOHNSON 
BEFORE  THE 
COMMITTEE  ON  THE  BUDGET 
U.S.  HOUSE  OF  REPRESENTATIVES 
"HEALTHCARE  COST  AND  ACCESS" 
June  19,  1991 


Mr.  Chairman,  thank  you  for  the  opportunity  to  appear  before  you  and  your 
colleagues  on  the  Budget  Committee  to  discuss  the  health  problems  facing  our 
nation  today-the  "trilogy"  of  access,  cost,  and  quality. 

We  can  be  proud  the  United  States  offers  the  highest  quality  medical  care  in 
the  world,  the  best  technology  and  pharmacology,  the  most  sopnisticated  medical 
providers.   But  we  must  be  ashamed  of  the  system's  failure  to  serve  millions  of 
working  and  non- working  poor,  and  appalled  at  the  spiraling  costs  that 
increasmgly  threaten  those  with,  as  well  as  those  without,  health  insurance. 

Twenty-eight  million  workers  and  their  depends  are  iminsured  and  ineligible 
for  publicly-funded  care.   Another  6  million  individuals  and  their  dependents 
lack  both  work  and  eligibility  for  publicly-fiinded  care.  This  means  low  income 
pregnant  women  go  without  prenatal  care  and  millions  of  children  don't  receive 
basic  immunizations,  to  give  just  two  examples  of  the  severity  of  the  problem. 

While  poll  after  poll  show  how  concerned  the  public  is  with  rising 
healthcare  costs,  those  same  polls  reveal  no  understanding  of  the  dimensions  of 
the  challenge  we  face  nor  of  the  formidable  trade-offs  inherent  in  achieving  an 
affordable  national  health  policy  that  guarantees  universal  access  and  controls 
healthcare  costs. 

The  cost  crisis  in  our  healthcare  system  did  not  happen  overnight.   Our  best 
efforts  to  stem  healthcare  cost  increases  over  the  past  decade  through 
government  price  fixing  in  Medicare,  Medicaid,  and  the  VA  system  have  met  with 
failure,  albeit  periodically  masked  as  short-term  success.   Healthcare  costs 
continue  to  rise  at  rates  substantially  higher  than  the  rate  of  inflation.  U.S. 
healthcare  costs  are  now  over  12  percent  of  our  gross  national  product  (GNP) 
and,  by  some  estimates,  will  rise  to  20  percent  of  GNP  in  the  not  too  distant 
fiiture. 

It  is  imperative  that  we  correct  the  access,  quality  and  cost  problems  with 
our  healthcare  system.   But  we  must  not  destroy  the  remarkable  strengths  of  our 
system  as  we  correct  its  weaknesses.   The  challenge  before  us  is  how  to  retain 
the  high  quality  of  our  healthcare  system  and  still  make  it  available  and 
affordable  to  all.   This  will  not  be  easy  to  do.   Radical  reform  is  not 
imminent  and  in  my  opinion  not  appropriate.   There  are  many  technical, 
structural  and  ideological  issues  that  must  be  addressed.   Making  responsible 
and  constructive  changes  affecting  up  to  one-fifth  of  our  nation's  economy 
takes  time  and  is  best  done  incrementally.   Being  an  incrementalist  makes  me 
the  radical  at  this  table  because  I  fervently  urge  action  NOW.   There  are 
reforms  we  know  enough  to  adopt.   They  are  reforms  that  will  make  a  difference 
in  peoples'  lives  tomorrow.  They  are  solutions  that  address  real  problems  but 
preserve  real  strength  that  Americans  value. 

Introduced  by  myself  and  Rod  Chandler  (R-WA),  the  Health  Equity  and  Access 
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Reform  Today  (HEART)  Act  (H.R.  1565)  would  refonn  the  smaU  group  health 
insurance  market  thereby  making  low-cost,  basic  office  and  hospital  overage 
available  to  the  nearly  20  million  workers  and  their  dependents  without  health 
insurance.   Costly  state  mandates  would  be  overridden  in  order  to  make  an 
inexpensive  plan  available  to  small  business  and  all  variants  of  the  basic  plan 
would  be  free  of  state  mandates  for  the  small  group  market  as  long  as  they 

0  don't  exclude  for  pre-existing  conditions  after  initial  acceptance, 

0  limit  rate  increases, 

0  guarantee  renewal  except  for  non-payment  of  premiums,  and 

0  conform  to  certain  public  disclosure  and  certification  requirements. 

We  could  write  significant  legislation  reforming  the  small  group  market 
this  year.   I  hope  we  will  not  duck  the  challenge,  so  to  speak.   Secondly,  we 
could  reform  our  tax  code  to  do  two  very  important  things: 

0  encourage  cost  conscious  purchasing  of  healthcare  through  managed  care 
and  employee  cost-sharing  strategies,  and  encourage  insurers  to  make 
such  plans  more  broadly  availabte  in  the  marketpmce  and 

0  extend  to  the  self-employed  the  same  right  to  deduct  cost-effective 
health  insurance  benefits  that  other  employers  would  receive  under  the 
bill.   This  not  only  expands  access  but  enhances  policy  equity  and  works 
to  reduce  cost-shifting. 

The  HEART  bill  addresses  the  need  for  medical  malpractice  reform  by 
establishing  "Quality  2000"  guidelines  for  a  comprehensive  electronic 
utilization  review  system,  tnis  will  enable  hospitals  and  others  to  collect  and 
make  use  of  the  information  so  critical  to  assurmg  value  for  each  health  dollar 
spent,  eliminate  unnecessary  testing  and  procedures. 

Thirdly,  for  those  individuals  and  families  who,  even  under  the  HEART  plan's 
tax  reforms  and  small  business  insurance  reforms  could  not  obtain  affordable 
healthcare  coverage,  the  HEART  bill  would  expand  community  health  centers  to 
assure  neighborhood  access  to  the  low-income  uninsured.   It's  a  dirty  little 
secret  that  even  with  the  recent  series  of  eligibility  expansions  in  Medicaid, 
fully  61  percent  of  families  below  200  percent  of  the  federal  poverty  level 
remain  uninsured  and  ineligible  for  Medicaid.  These  centers  would  bring  quality 
physician  and  outpatient  care  directly  to  those  most  in  need.  They  would 
provide  the  linchpin  for  an  essential  neighborhood  network  that  could  offer 
family  support  services,  drug  treatment  services  and  access  to  such  important 
preventable  health  services  as  WIC.   Since  they  offer  care  to  all,  charging  fees 
related  to  income,  they  can  assure  healthcare  access  to  everyone  in  the  near 
future  if  allowed  to  expand.   A  set-aside  for  rural  areas  can  work  with  and 
complement  the  EACirs  and  PEACH's  programs  to  re-create  the  family  medical  carQ 
institutions  so  eroded  by  the  problems  or  today's  system. 

One  additional,  important  reform  is  that  HEART  would  shield  community 
health  centers  from  exorbitant  professional  liability  premiums.   Despite  the 
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fact  that  almost  no  malpractice  claims  have  been  filed  against  these  centers, 
funds  that  should  be  used  to  provide  patient  care  for  the  poor  are  being 
siphoned  away  to  pay  for  malpractice  insurance.   This  reform  alone  would  free  up 
$58  million~or  10  percent~a  year  in  direct  federal  support,  ensuring  that  an 
additional  one-half  million  individuals  could  be  served. 

This  brings  me  to  H.R.  1004,  the  Ensuring  Access  Through  Medical  Liability 
Reform  Act.  By  changing  the  laws  covering  medical  malpractice,  we  can  increase 
access  to  healthcare,  ensure  access  to  justice,  reduce  healthcare  costs,  and 
improve  quality  of  care.  These  aren't  just  "apple  pie  and  motherhood"  claims. 
States  which  have  already  adopted  such  reforms  have  seen  a  reduction  in  the  time 
and  costs  of  deciding  claims.   Indiana  and  California  have  seen  malpractice 
insurance  premiums  fall  after  reforming  their  medical  malpractice  laws. 

My  bill  will  make  it  easier  and  cheaper  to  resolve  malpractice  claims  so 
that  more  people  will  have  access  to  fair  compensation.   States  are  called  upon 
to  move  toward  alternative  forms  of  resolving  disputes,  such  as  mediation, 
voluntary  or  binding  arbitration,  or  early  offer  and  recovery  mechanisms.  By 
creating  an  environment  where  even  small  claims  can  be  heard  and  victims 
compensated,  we  will  be  able  to  identify  and  "weed  out"  poor  practitioners  early 
in  their  careers  and  prevent  more  serious  malpractice. 

Malpractice  reform  will  not  only  create  equal  access  to  justice  and  allow 
early  identification  of  poor  practitioners,  it  will  also  reduce  the  cost  of 

Sractice  by  limiting  attorneys'  fees  and  placing  caps  on  non-economic  awards, 
ome  estimate  as  much  as  $30  billion  a  year  m  defensive  medicine  costs.  Over 
utilization  of  services  is  part  of  defensive  medicine.   And  overutilization  of 
services  is  one  of  the  most  intractable  problems  contributing  to  the  size  of  our 
healthcare  expenditures.   It's  wise  to  remember  as  we  think  reform,  that 
Americans  pay  10  times  more  for  malpractice  insurance  than  Canadians.  That's 
real  dollars  but,  more  importantly,  that  indicates  an  environment  in  which  over 
utilization  is  done  for  the  safety  and  survival  of  practitioners. 

Medical  malpractice  reform  to  stem  the  rising  tide  of  defensive  medical 
practices,  "Quality  2000,"  and  reform  of  the  tax  code  to  broaden  coverage  and 
focus  tax  expenditures  on  "purchasing  value"  strategies,  can  attack  the  causes 
of  healthcare  cost  inflation  NOW  ana  not  simply  treat  the  symptoms. 

There  are  no  easy  solutions  to  our  healthcare  crisis.   But  we  can  and  must 
assure  that  the  34  million  Americans  presendy  without  health  insurance  will 
have  access  to  quality  care.   The  cost  of  care  must  be  affordable  —  to  the 
individual,  to  the  employer,  and  to  the  taxpayer  ~  and  the  quality  of  care  must 
remain  high.  This  means  making  sure  that  the  care  is  appropriate  to  the 
problem,  that  the  right  numbers  and  types  of  providers  and  technologies  are 
available,  and  that  those  providers  are  qualified  to  do  the  job.   And  lastly, 
the  system  must  maintain  the  quality  we  are  world  renown  for  and  provide 
choices  -  for  that  is  what  America  is  all  about.   I  believe  H.R.  1565  and  1004 
will  do  just  that. 

Thank  you  again  for  the  opportunity  to  testify  today.   I  would  be  happy  to 
answer  any  questions  you  have. 
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PREPARED  STATEMENT  OF  HON.  MARTY  RUSSO,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  ILLINOIS 


I  appreciate  having  the  opportunity  to  testify  before  my 
colleagues  on  the  Budget  Conunittee  on  behalf  of  my  proposal  for 
health  reform,  H.R.   1300,  the  Universal  Health  Care  Act  of  1991. 

Everyone  agrees:     our  health  care  system  needs  reform.  A 
universal,  single-payer  health  care  system  is  the  obvious  answer  to 
our  nation's  health  care  dilemma. 

And  I'm  not  the  only  one  that  has  such  faith  in  a  universal, 
single-payer  system.     Both  the  General  Accounting  Office  and  the 
Congressional  Budget  Office  have  testified  that  single-payer  is  the 
ONLY  system  that  can  guarantee  universal,  comprehensive  health  care 
to  100  percent  of  the  population  and  do  so  for  LFSS  than  we  spend 
right  now  on  health  care. 

A  single-payer  system  achieves  these  remarkable  savings  by 
making  our  health  care  system  more  efficient.    My  constituents 
complain  constantly  about  skyrocketing  health  insurance  premiums 
and  mountains  of  incomprehensible  paperwork  generated  by  our 
inefficient  system.     This  kind  of  waste  resulted  in  administrative 
expenditures  of  between  $125  billion  and  $160  billion  last  year. 
This  means  up  to  24  cents  of  every  dollar  spent  for  health  care  was 
wasted  on  administrative  and  billing  costs. 

According  to  a  recent  GAO  report,  shifting  to  a  single-payer 
system  would  save  the  U.S.  $67  billion  in  administrative  costs 
alone.     Insurance  overhead  would  be  cut  by  $34  billion  while 
hospital  and  physician  administrative  costs  would  be  reduced  by  $33 
billion.     Furthermore,  the  GAO  anticipates  substantial  savings 
through  global  budgeting,  fee  schedules,  and  controls  on  expensive 
technology.     These  savings  wold  be  more  than  enough  to  finance 
high-quality  health  care  for  all  Americans  and  to  eliminate  all 
copayments  and  deductibles. 

The  legislation  I  have  introduced  would  implement  the  key 
features  supported  by  GAO  in  its  report.       H.R.  1300,  the  Universal 
Health  Care  Act  of  1991,  would  establish  a  universal,  single-payer 
health  program  which  would  cut  the  nation's  health  care  costs  while 
guaranteeing  comprehensive,  high-quality  health  care  for  all 
Americans. 

Let  me  make  this  clear,  my  proposal  is  not  the  Canadian 
system;  it's  an  American  system.     It's  about  the  things  we,  as 
Americans,  hold  dear  and  have  come  to  expect  —  freedoin  of  choice, 
quality  care,  and  the  efficient  and  fair  use  of  our  hard  earned 
dollars.     This  bill  is  about  containing  costs  because  Ajiericans 
can't  afford  to  pay  $5500  for  every  man,  woman,  and  child  by  the 
end  of  the  decade.     Above  all,   it's  about  giving  Americans  the 
peace  of  mind  they  deserve  so  that  when  their  children  are  sick 
they  can  take  them  to  the  doctor  without  having  to  worry  about 
paying  a  high  deductible.    Or  that  when  they  change  jobs,  they 
won't  lose  their  health  insurance.     Or  that  when  their  mother  or 
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father  needs  long-term  care,  they  won't  have  to  mortgage  their  home 
or  postpone  their  kids  college  education. 

My  proposal  would  cover  all  Ajnericans  for  a  wide  range  of 
benefits  including  hospital  and  physician  care,   long-term  care, 
prescription  drugs,  mental  health  services,  dental  care,  and 
preventive  care.     The  ability  of  working  and  middle-income  families 
to  afford  care  would  not  longer  be  limited  by  copayments  and 
deductibles.     Hard-working  parents  would  no  longer  have  to  worry 
about  taking  their  child  to  the  doctor  immediately  or  waiting  until 
the  fever  gets  high  enough  to  justify  the  expense.     Consumers  would 
still  be  free  to  choose  their  own  doctors,  hospital,  or  health  care 
provider. 

We  can't  afford  to  do  anything  less  than  single-payer. 
Partial  solutions  like  insurance  reform  or  mandated  benefits  won't 
work  because  they  would  allow  insurance  companies  to  administer 
health  care.     Insurance  companies  would  continue  wasting  billions 
on  paperwork  and  would  be  unable  to  implement  meaningful  cost 
containment.     These  means  costs  would  continue  to  skyrocket, 
pricing  more  and  more  Americans  out  of  the  health  care  system. 

As  GAO  has  testified,  the  only  way  we  will  ever  slow  health 
care  inflation  in  the  U.S.   is  through  comprehensive  reform.     And  as 
CBO  testified  before  the  Ways  and  Means  Committee,   single-payer  is 
the  only  system  that  can  provide  high-quality  health  care  to  all 
Americans  without  increasing  the  amount  we  spend  on  health. 

Americans  trust  and  respect  their  doctors  and  nurses,  but  they 
are  fed  up  with  the  wasteful  way  insurance  companies  manage  our 
health  system.     Opinion  polls  indicate  that  89  percent  of  Americans 
believe  our  system  needs  fundamental  change.     Not  surprisingly,  a 
majority  of  Americans  say  they  would  prefer  the  Canadian  system  of 
health  insurance  where  the  government  pays  most  of  the  cost  of  care 
for  everyone  out  of  taxes,  and  the  government  sets  all  fees  charged 
by  doctors  and  hospitals  to  the  current  U.S.  system. 

I'm  tired  of  hearing  everyone  with  an  inside  the  beltway 
attitude  say  that  single-payer  is  the  best  system,  but  it  could 
never  happen  in  the  U.S.     The  American  people  want  it  and  they 
deserve  it.     For  the  amount  of  money  we  spend,  Americans  should  be 
living  two  years  longer  than  Canadians,  not  the  other  way  around. 

H.R.   1300  has  the  support  of  42  members  of  Congress,  as  well 
as  10  major  unions,  Citizen  Action,  several  consumer  activist 
groups,  the  National  Council  of  Senior  Citizens,  and  the  Physicians 
for  a  National  Health  Care  Program.     My  proposal  offers  the 
framework  for  how  health  reform  should  be  structured  to  guarantee 
that  America  truly  has  the  best  health  reform  system  in  the  world, 
not  just  the  most  expensive. 

I  look  forward  to  working  with  all  of  you  and  welcome 
suggestions  for  improving  my  plan.     I'd  be  happy  to  try  to  answer 
any  questions  you  might  have. 


(Charts  and  description  of  H.R. 1300  attached.) 
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The  Russo  Bill 
Highlights 


ajor  Provisions 

■  Universal  access  to  heaJik  cart  through  a  single,  publicly-administered  program, 

■  Comprehensive  beneJUs  for  all  Americans,  including  hospital  and  physician  care,  dentaJ 
serMces,  long-term  care,  prescription  drugs,  mental  health  services,  and  pre>entive  care. 

■  So  finandal  obstacles  to  care  -  do  cost-sharing,  no  deductibles,  no  copajinents. 

■  Freedom  of  choice  so  that  everyone  can  choose  (heir  own  physician  or  source  of  care. 

■  Cost  savings  through  annual  budgets  and  a  national  fee  schedule  so  that  health  dollars  are 
spent  eOlcicntly  and  effectively. 

■  Progressive  financing  to  make  health  care  affordable  for  all 

■  Quality  measures  to  improve  the  type  of  medical  care  we  receive. 

■  Uniform  federal  standards  to  guarantee  that  all  Americans  receive  full  access  to 

comprehensive,  quality  care  coupled  v^ilh  state  adrainistration  so  that  implementation  decisions 
reflect  local  needs. 


lajor  Benefits 

■  People  get  the  health  care  they  need,  rather  than  the  health  care  they  can  afford  or  their 
insurance  company  is  willing  to  pay  for. 

■  The  nation  saves  $40  billion  in  health  care  costs  (and  those  savings  grow  over  time)  by 
substituting  a  single,  pubUcly-administered  and  pubbcly- account  able  program  for  the  more  than 
15CX)  private  insurance  plans  now  in  place.  A  single  plan  gets  rid  of  paperwork,  marketing  and 
advertising,  and  other  costs  caused  by  the  insurance  industry. 

■  Senior  citizens  save  $33  billion  one-third  of  their  current  health  costs  ~  and  get  long-term 
care,  prescriptioo  drug,  preventive  and  other  new  beneOts. 

■  The  pon-elderly  save  $25  billion  and  won't  have  to  worry  about  rising  insurance  premiums, 
cost-shifting,  paying  for  children's  health  bills,  or  losing  health  coverage  if  they  change  jobs. 

■  Businesses  that  provide  health  care  benefits  to  their  workers  lower  their  costs,  can  compete 
more  fairly  in  the  world  market,  and  have  more  funds  available  to  improve  their  operations 
and  create  jobs. 

■  State  and  local  governments  save  $7  billion  and  no  longer  face  the  devastating  budget  impacts 
of  unexpected  and  skyrocketing  health  care  costs. 

■  Physicians,  nurses  and  other  providers  spend  more  time  caring  for  patients  instead  of  filling 
out  insurance  forms  and  justifying  their  medical  judgments  to  insurance  company  bureaucrats. 
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The  Russo  BUI 

Impact  on  Businesses    that  Now  Provide   Health  Insurance 


Major  Provisions 

■  Replaces  cunent  employment/private  insurance  system  with  publicly-administered  program. 

■  Replaces  current  business  costs  of  providing  employee  health  care  -  including  health  insurance 
premiums  for  current  workers  and  retirees,  self-insurance  costs,  and  workers  compensation  -- 
with  a  7.5  percent  payroll  tax  and  an  increase  of  4  percentage  poijits  in  the  corporate  income 
lax  rate  on  the  most  proOtable  firms. 


Major  Benefits 

■  Eliminates  competitive  disadvantages  ~  domestic  and  international  -  faced  by  companies 
providing  heaUh  coverage  for  their  employees. 

■  Allows  businesses  to  hire  whomever  they  want  -  without  worrying  that  hiring  an  older  person 
or  someone  with  a  preexisting  condition  will  raise  insurance  costs 

■  By  controlling  runaway  medical  inflation,  eliminating  waste  and  re^juiring  that  all  businesses 
contribute  their  fair  share,  businesses  now  providing  health  benefits  will  save  money,  allowing 
them  to  improve  their  operations  and  expand  job  opportunities.  (Currently,  over  90%  of  after- 
tax profits  are  spent  on  health  benefits,  up  from  74%  in  1984  and  14%  in  1965). 


Average  Health  Benefit  Costs  and  Savings  as  a  Percent  of  Payroll 
for  Companies  Currently  Providing  Health  Benefits,  1989 


1989 

Payroll 

1969 

Payroll 

Payroll 

Cost 

Payrofl 

Cost 

Industry 

Costs 

Savings 

Industry 

Costs 

Savings 

Toul  AD  lodustiies 

11.6 

4.1 

Machinery 

7.4 

-0.1 

Total,  AH  Macufactuho^ 

12.1 

4.6 

Elect.  Mach.,  Equip  &  Supplies 

11.2 

3.7 

Focjd,  Bcveraga  aod  Tobacoi 

9J 

1.8 

Transportation  Equipment 

13.7 

6.2 

Textile  Producu  and  Apparel 

9.4 

1.9 

Instrumcnu  and  Misc 

11.0 

3J 

Pulp.  Paper,  Lumber,  &.  Fum. 

10.4 

2.9 

Total  aU  Noo-maoutaduring 

IIJ 

3.8 

Priming  and  Publishing 

8.0 

OS 

Public  Utilities 

13.7 

6  2 

Chemicals  and  Allied  Producu 

14.8 

13 

DepartnrKnt  Stores 

7.0 

-OJ 

PciroJeum  Industry 

lOJ 

18 

Trade  (Wholes.  &  other  Retail) 

119 

5.4  1 

Rubber,  Leather  and  Plastic 

15.7 

8.2 

Banks,  Finance,  etc 

7.7 

0.2  0 

Stone,  Glass  and  Clay  Producu 

10.6 

3.1 

Insurance 

10.0 

2J  i 

Piimary  Metal  Industry 

14.4 

6.9 

Hospitals 

10.1 

2.6  R 

Fabricaicd  Metal  Producu 

193 

11.8 

Misc  Nonmfg  Industry 

10.0 

IS  I 

NOTE:  Calculations  based  on  1989  survey  of  approximately  1,000  companies  by  U.S.  Chamber  Research  Center, 
Employee  Benefits.  1990  Edition.  Includes  employer  HI  lax  liability  and  medical  component  of  workers' 
compensation,  but  od  corporate  income  tax  liability  data,  for  which  data  was  not  available. 
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The  Russo  Bill 
Impact  on  a  Family  of  Four 

Major  Provisions 

■  Provides  families  v^ith  full  access  lo  comprehensive  medical  care  --  ir>cludi;ig  preventive  care, 
prescription  drugs,  and  long  lemi  care  -  at  the  ph>^ician,  hospital  or  provider  of  their  choice. 

■  Prohibits  deductible  and  copaymenis  for  covered  services. 

■  Eliminates  private  health  insurance  and  oul-of-pocket  costs  for  covered  services,  retains  the 
current  1.45%  HI  pa>ToII  tax,  and  increases  personal  income  tax  oo  top  brackets 

Major  Benefits 

■  Non-elderly  families  and  individuals  save  $25  billion  in  insurance  and  out-of-pocket  costs. 

■  All  families  are  guaranteed  full  health  care,  including  annua!  checkups,  dental  care, 
immuniiations  and  prescription  drugs. 

•  Coverage  cannot  be  lost  or  reduced  because  of  changes  in  emplo)-ment  or  health  status. 


■  Families  will  no  longer  have  to  rely  on  private  insurance  companies  to  provide  affordable 
coverage  and  approve  their  claims  or  face  the  threat  of  Hnancial  disaster  if  someone  gets  sick  - 
-  all  costs  are  fully  covered  by  the  national  health  plan. 


Changes  In  Personal  Income  Taxes  and  Average  Health  Care  Savings 
for  a  Family  of  Four,  1990  Income  Levels 

Income  Levtl 

Personal  lncom« 
Tax  Increat* 

Average  Out-of-Pocket 
Health  Cart  Savings 

Lowcsi  20  percent  (Average  income  «  Si 2,800) 

$0 

$930 

Second  20  percent  (Average  income  =  S27.400) 

$0 

$1,440 

Third  20  percent  (Average  income  =  $39,200) 

$0 

$1,590 

Founh  20  Percent  (Average  income  =  $54,000) 

$50 

$1,750 

Sen  15  percent  (Average  incotne  =  $81,600) 

$460 

$2,020 

Next  5  percent  (Average  income  =  $273,100) 

$  12.290 

$2,620 

No<e:  These  figures  are  for  oo-eldcrty  families  of  four.  Cunenl  health  care  costs  covered  by  ptao  include  covered  out 
of  pocket  expenses  (including  insurance).  Tax  figures  assume  do  special  break  fof  capital  gains  (treated  as  regular 
income)  and  additional  personal  inoonx  lax  refomns  alTecling  high  income  families. 
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The  Russo  Bill 
Impact  on  Senior  Citizens 

Major  Provisions 

■  Provides  comprehcniive  coverage,  mcludmg  long-lerm  care,  borne  care,  prescription  drugs,  and 
preventive  services  not  now  covered  by  Medicare.  TTiere  are  no  copyamenLs  or  deductibles. 

■  Senior  citizens  contribute  to  tbe  National  Health  Trust  Fund  through  a  monthly  long-term 
care/healih  premium  (equal  to  Part  B  premium  plus  $25/monlh),  ao  increasexJ  personal  income 
tax  on  those  in  the  lop  income  brackets,  and  a  provision  to  increase  the  portion  of  Social 
Security  benefits  included  as  taxable  income. 

■  Senior  citizens  vvith  incomes  below  120^  of  poverty  do  not  pay  the  monthly  premium  and  are 
not  aCTected  by  tbe  Social  Security  or  personal  income  tax  change*. 

Major  Benefits 

■  Saves  senior  citizens  $33  billion  in  current  health  care  costs. 

■  Eliminates  out-of-pocket  costs  and  balance  billing  for  covered  services;  gets  rid  of  Medicare 
deductibles  and  cost-sharing. 

a  Protects  those  now  facing  cutbacks  in  coverage  and/or  increased  cost-sharing  as  businesses 
reduce  retiree  benefits. 

■  Protects  retirees  from  losing  health  care  benefits  if  their  firm  goes  bankrupt 

■  Eliminates  the  need  for  Medigap  insurance. 


Average  Net  Savings  from  Russo  Bill 

For  Senior  Citizens  Not  on  Medicaid 

Single  Householdt 

Married  Couples 

Median  Income 

Net  Saving* 

Median  Income 

Net  Savings 

Lowest  Fifth 

55^70 

$1,120 

$11,958 

$2,161 

Sccood  Fifth 

$10^48 

$1,131 

$26,238 

$2,159 

Middle  Fifth 

$13^20 

$1,424 

$39,631 

$2,165 

Foo  nh  Fifth 

$22,843 

$1,717 

$55,603 

$2418 

Highesi  Fifth 

$62,801 

$1,066 

$133,4K< 

$2,878 

Note  Net  uviop  arc  hAnsd  oo  a  comparisoo  of  tvtngc  boucboM  »peadjo(  for  luo,  Medicare  prcmiumi,  aod  out-of-pociet 

erpeas«>. 
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DESCRIPTION  OF  THE  RUSSO  UNIVERSAL  HEALTH  CARE  PLAN 
H.R.  1300 


This  proposal  would  establish  a  national, 
single-payer  health  insurance  program  that  would  cut  the 
nation's  health  care  costs,  while  guaranteeing 
comprehensive,  quality  health  care  for  all  Americans. 


Benefits  and  Eligibility 

The  federal  government  would  provide  health 
insurance  for  all  U.S.  citizens.    Citizens  would  receive 
a  health  insurance  card  entitling  them  to  the  national 
health  insurance  benefits. 

These  benefits  include: 

-  All  medically  necessary  hospital  services  (with  a  45 
day  limit  for  mental  health  services) 

-  Nursing  facility  services 

-  Home  health  services 

-  Hospice  care 

-  Medical  and  other  health  services  furnished  by  health 
care  professionals  authorized  to  provide  services  under 
state  law  (with  a  limit  of  20  outpatient  psychotherapy 
and  counseling  visits  a  year) 

-  Dental  and  vision  services 

-  Prescription  drugs 

-  Preventive  care 

-  Home  and  community-based  services  for  persons  with 
difficulty  performing  at  least  two  activities  of  daily 
living  (ADLs) 

-  Other  medical  or  health  care  items  or  services  as  the 
Secretary  of  Health  and  Human  Services  determines  to  be 
appropriate. 

There  would  be  no  coinsurance  or  deductibles  and 
consumers  would  be  free  to  choose  their  own  doctors, 
hospital,  or  health  care  provider  of  their  choice. 
Providers  would  be  prohibited  from  charging  more  than 
they  received  from  the  government. 
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Payments  to  Providers 

Hospitals  and  nursing  hones  would  be  paid  monthly  based  on 
prospective  global  budgets  established  annually  through 
negotiations  with  the  designated  government  agency  and  reviewed  by 
State  Advisory  Boards.     Payment  for  capital-related  items  and 
direct  medical  education  would  be  budgeted  and  allocated 
separately. 

Physicians  and  other  health  care  professionals  would  be 
reimbursed  according  to  fee  schedules  established  by  the  Secretary 
of  Health  and  Human  Services  and  adjusted  by  geographic  region. 
The  Secretary  would  be  advised  on  the  fee  schedules  by  the 
Physician  Payment  Review  Cononission  and  the  Health  Care  Payment 
Review  Commission. 

Other  health  care  facilities  as  well  as  home  health  services, 
home  and  community-based  services,  and  group  practices  could  elect 
to  be  reimbursed  based  on  global  budgets,   fee  schedules,   or  another 
approved  prospective  payment  system,   including  capitation,  provided 
their  choice  is  approved  by  the  designated  government  agency. 


Administration 

The  Department  of  Health  and  Human  Services  would  administer 
the  program  at  the  national  level  and  the  state  could  choose  to 
administer  the  program  at  the  state  level. 

Each  year  the  Secretary  of  Health  and  Human  Services  would 
establish  a  national  health  budget  and  state  health  budgets 
specifying  the  amount  to  be  spent  for  health  that  year  and  how  that 
money  would  be  divided  among  the  provided  services.     These  budgets 
would  act  as  expenditure  targets,  so  that  if  the  budget  for  a 
service  were  exceeded,  the  Secretary  could  lower  payments  for  that 
service  the  following  year. 

The  Secretary  would  establish  separate  budgets  for  capital 
expenses  and  direct  medical  education,  and  specify  how  this  money 
would  be  divided  among  the  states.     States  would  allocate  these 
funds  within  their  state  to  assure  a  fair  and  efficient 
distribution  of  resources. 

The  national  budget  would  be  increased  every  year  based  on 
inflation  and  growth  in  our  Gross  National  Product.  Advisory 
Boards  representing  both  consumers  and  health  care  providers  would 
advise  on  the  implementation  of  this  program  at  both  the  state  and 
federal  levels. 

The  Secretary  or  State  may  enter  into  contracts  with  qualified 
entities  to  process  claims.  Only  one  contract  would  be  allowed  per 
state. 
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Financing 

The  program  would  be  financed  through  a  new  6%  payroll  tax  on 
employers,  an  increase  in  the  corporate  income  tax  from  34%  to  38% 
for  businesses  with  more  than  $75,000  in  profits,   increases  in  the 
personal  income  tax  from  15%-28%-31%  to  15%-30%-34%  with  a  top  rate 
at  38%  for  families  with  incomes  over  $200,000,  reforms  of  the  tax 
code,  a  long  term  care/health  premium  equal  to  the  Part  B  premium 
plus  $25/month  for  the  elderly  above  120%  of  poverty,  an  increase 
in  the  amount  of  Social  Security  benefits  included  as  taxable 
income  from  50%  to  85%,  state  payments  equal  to  85%  state  Medicaid 
effort  plus  an  annual  per  capita  fee  of  $85,  and  federal 
contributions  equal  to  current  spending  on  health  care. 

All  revenues  collected  for  health  care  would  be  placed  into  a 
National  Health  Trust  Fund  and  could  only  be  used  for  health  care 
expenses. 

The  attached  chart  illustrates  the  effect  of  the  tax  changes 
on  business,  the  non-elderly,  the  elderly,  states,  and  the  federal 
government. 


Quality  of  care 

The  bill  would  apply  the  outcomes  research  and 
practice  guideline  provisions  recently  incorporated  into  Medicare 
to  the  entire  national  health  care  system. 


Other  federal  programs 

Persons  currently  covered  under  Medicare,  Medicaid,  CHAMPUS, 
the  Department  of  Veteran's  Affairs  health  program,  and  other 
federal  health  programs  would  be  covered  under  this  proposal.  All 
US  citizens  would  be  entitled  to  identical  benefits  from  the  health 
care  provider  of  their  choice. 
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PREPARED  STATEMENT  OF  KAREN  IGNAGNI 

Nil.  Chairman,  members  of  the  comminee,  thank  you  for  this  oppominity  to  testify 
on  one  of  the  most  critical  issues  for  working  people  and  their  families. 

At  long  last,  this  nation  has  reached  an  important  milestone  in  the  cenrur>-long 
debate  over  health  care  reform. 

The  .APL-CIO  has  long  been  on  record  in  calling  for  federal  legislation  to  assure  all 
Americans  access  to  essential  health  care  sen-ices  at  a  price  they  can  afford.  Now, 
organized  labor,  organized  medicine  and  many  in  the  business  community  are  offering 
proposals  to  achieve  these  same  objectives.  This  represents  true  progress  toward  resolution 
of  these  problems. 

We  believe  that  the  time  is  right  for  Congress  to  take  advantage  of  this  grov,ing 
consensus  and  to  take  the  lead  in  fashioning  a  program  that  will  reduce  health  care 
inflation,  expand  access  and  improve  quality  of  care. 

We  hope  ±at  you  will  achieve  these  objectives  before  this  crisis  does  any  more 
damage  to  American  families,  who  have  been  called  upon  to  absorb  a  major  share  of  cost 
increases;  American  businesses  that  are  attempting  to  do  their  fair  share  by  providing 
health  care  coverage;  and  health  care  consumers  who  are  frustrated  with  the  paperwork 
burdens  associated  with  the  current  system  and,  increasingly,  concerned  that  they  may  be 
the  victims  of  unnecessarv'  tests  and  procedures. 
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In  the  coming  months,  you  will  struggle  with  an  issue  that  has  been  the  central 
question  in  health  care  policy  debates  for  decades:  What  role  should  government  play  in 
health  care.  How  you  answer  that  question  will  determine  the  architecture  of  a  proposed 
national  health  care  system:  whether  it  should  be  employer-based  with  a  safety  net  for  those 
not  in  the  workforce;  whether  it  should  be  a  public  system,  similar  to  Social  Security;  or 
whether  the  system  should  be  one  of  individual  choice  and  responsibility. 

How  you  answer  the  question  on  the  role  of  government  also  will  determine  your 
proposals  to  contain  costs:  whether  there  should  be  a  single  national  system  of 
reimbursement;  whether  there  should  be  more  discretion  given  to  providers;  whether  costs 
should  be  contained  through  managed  care  or  some  combination  of  these. 

As  part  of  its  deliberative  process,  we  would  urge  the  committee  to  compare  the  cost 
and  performance  of  the  U.S.  health  care  system  to  those  of  our  industrial  partners.  Without 
exception,  all  of  these  countries  have  universal  access  to  health  care  benefits  with 
government-based  reimbursement  controls. 

Recently,  many  of  the  interest  groups  that  oppose  reform  have  gone  on  the  offensive 
and  conducted  studies  with  the  goal  of  demonstrating  that  specific  international  systems 
should  not  be  adopted  here. 

We  urge  the  committee  not  to  be  distracted  by  the  myths  of  rationing,  excessive 
government  bureaucracy  and  inferior  quality  that  have  long  been  advanced  by  those  who 
oppose  reform.  Taken  together,  the  health  care  systems  throughout  the  industrial  world 
provide  incontrovertible  evidence  that  it  is  possible  to  provide  coverage  to  all  Americans  far 
more  effectively  and  at  a  cost  that  is  measured  and  contained. 
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In  comparison  to  our  industrialized  partners,  the  U.S.  health  care  system  fails  the 
tests  of  fairness  and  equity.  We  also  fail  the  test  of  efficiency,  which  is  apparent  to  both 
consumers  and  providers  who  are  frustrated  with  red  tape  and  paperwork.  Even  those  who 
seek  to  preserve  the  current  system  can  no  longer  defend  the  excessive  overhead  and 
administrative  costs  associated  with  our  fragmented  system. 

In  pursuing  a  "competitive"  health  care  market,  the  U.  S.  has  ended  up  with  a  system 
that  operates  on  the  principle  of  Social  Darwinism.  It  pimishes  employers  who  provide 
health  insurance  to  their  workers  by  forcing  them  to,  in  effect,  subsidize  the  health  care  of 
those  who  are  employed  by  firms  that  seek  a  competitive  advantage  by  refusing  to  provide 
such  coverage.  The  system  rewards  purchasers  with  large  groups  or  relatively  yoimg  workers 
with  shon-term  discounts,  and  it  penalizes  small  employers  and  those  with  older,  more 
experienced  workers  by  forcing  them  to  pay  more  for  coverage.  The  system  is  replete  with 
inefficiencies  that  have  forced  costs  to  rise  sharply,  and  millions  of  Americans  who  are 
fortunate  enough  to  be  covered  by  health  insurance  have,  as  a  result,  suffered  the  financial 
burden  of  increased  cost-shifting  and  reductions  in  benefits. 

The  view  has  long  been  held  that,  notwithstanding  these  structural  flaws,  the  U.S. 
system  provides  better  quality  of  care.  But  this  too  has  proved  to  be  another  myth  advanced 
by  those  who  oppose  change.  It  is  virtually  impossible  to  defend  the  high  rates  of  surgery, 
the  estimates  of  uimecessary  tests  and  procedures,  the  relatively  small  attention  paid  to 
preventive  care  and  the  lack  of  technology  assessment  and  the  duplication  of  equipment  in 
our  current  system. 
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A  nation  that  seeks  to  be  competitive  in  the  21st  century  can  no  longer  continue 
down  this  road.  On  a  per  capita  basis,  we  spend  40  percent  more  than  Canada,  90  percent 
more  than  Germany  and  125  percent  more  than  Japan. 

In  short,  the  current  crisis  demands  immediate  action  and  the  labor  movement  is 
united  in  its  pursuit  of  fundamental  restructuring  of  the  system.  Although  we  have  drafted 
specific  proposals  for  your  consideration,  let  me  be  clear  that  the  AFL-CIO  is  not 
committed  to  any  single  plan.  Instead,  our  objective  is  to  maintain  an  open  mind  and  work 
with  all  who  share  our  goals  toward  the  development  of  legislation  that  can  be  enacted. 

We  have  four  essential  goals:  to  contain  health  care  inflation;  to  provide  all 
Americans  access  to  care;  to  overhaul  administrative  procedures  and  to  solve  the  retiree 
crisis. 

Contain  the  Growth  in  Health  Care  Costs 

To  achieve  this  objective,  we  urge  Congress  to  establish  a  national  commission 
composed  of  consumers,  labor,  management,  government  and  providers  to  administer  a 
single  national  cost  containment  program  by: 

o       Negotiating  payment  rates  to  be  used  by  ail  payors, 
o       Establishing  a  target  for  the  aimual  rate  of  increase  in  total  health  care 
spending. 

o  Establishing  a  capital  budgeting  system  to  encourage  the  efficient 
distribution  of  capital,  which  will  minimize  the  unnecessary  duplication 
of  equipment  and  reduce  the  large  numbers  of  empty  beds  still  in  the 
system 
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Access  to  Medical  Care  for  all  Americans 

To  achieve  this  objeaive,  we  urge  Congress  to: 

o  Establish  a  core  benefit  package  to  which  all  Americans  are  entitled. 
0       Require  all  employers,  including  the  federal  government,  to  contribute 

fairly  to  the  cost  of  care  for  workers  and  their  families, 
e        Put  an  end  to  the  patchwork  quilt  of  federal  and  state  health  care 
programs  and  establish  one  federal  program  for  those  not  in  the 
workforce,  including  the  imemployed  and  those  currently  receiving 
protection  through  state  Medicaid  programs. 
Reduce  Waste.  Red  Tape  and  Paperwork 

Recently,  there  has  been  a  growing  interest  in  reforming  insurance  praaices  in  the 
small  group  market.  While  we  suppon  such  long-overdue  reforms,  the  AFL-CIO  beheves 
that  far  more  needs  to  be  done  and  that  reforms  should  be  developed  by  Congress  --  not 
the  states  -  to  assure  uniformity  across  the  country.  Specifically,  we  believe  regulation  is 
warranted  to: 

o  Put  a  stop  to  current  insurance  practices  that  keep  individuals  and 
employers  out  of  the  health  system  or  force  them  to  pay  contributions 
that  are  disproportionately  high.  This  would  involve  broad  poohng  of 
risk,  minimum  data  requirements  and  standardized  claims  forms. 

o  Set  minimum  standards  for  entities  offering  so-called  "managed  care." 
This  would  eliminate  much  of  the  confusion  in  the  market-place  and 
level  the  playing  field  for  organized  systems  of  care  that  meet  federal 
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requirements. 

o        Improve  quality  of  care  by  developing  practice  guidelines  for  physicians 
and  a  national  strategy  to  reform  the  current  system  of  handling 
malpractice  disputes. 
Solve  The  Retiree  Crisis 

The  issue  of  retiree  health  care  has  become  one  of  the  most  difficult  at  the 
bargaining  table.  The  new  accounting  regulations  put  forth  by  the  Financial  Accounting 
Standards  Board  (FASB)  that  go  into  effect  in  1993  would  require  companies  ~  for  the  first 
time  --  to  list  on  their  Balance  Sheets  estimates  of  liabilities  for  providing  health  care 
benefits  to  current  and  future  retirees.  The  new  regulations  have  caused  a  number  of 
employers  to  cut  back  coverage  for  future  retirees  or  eliminate  protection  altogether.  Such 
actions  have  already  seriously  increased  the  number  of  retirees  without  coverage  and  the 
problem  is  growing. 

We  believe  that  the  most  effective  way  of  responding  to  this  crisis  is  to  make  the  age 
of  eligibility  for  Medicare  more  consistent  with  the  average  retirement  age.  Specifically,  we 
propose  reducing  Medicare  to  age  60.  This  would  spread  the  cost  of  retiree  health  care 
over  the  entire  population  and  no  longer  disproportionately  penalize  employers  who  have 
attempted  to  protect  their  retirees  against  the  high  cost  of  getting  sick. 
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CONCLUSION 

Our  proposals  are  based  on  the  experiences  of  millions  of  working  men  and  women 
for  whom  the  current  health  care  system  has  become  a  nightmare. 

They  are  the  ones  who  feel  the  sting  of  repeated  cost  containment  exercises  that  have 
done  little  to  hmit  the  soaring  cost  of  health  care. 

They  are  the  ones  who  are  losing  access  to  a  health  care  system  that  purports  to  be 
the  best  in  the  world. 

And  they  are  the  ones  who  face  the  prospect  of  injury  and  illness  without  any  idea 
on  how  they  will  pay  for  the  decent  and  humane  treatment  they  deserve. 

Mr.  Chairman,  there  is  real  suffering  going  on  out  there.  Nothing  short  of  full  scale 
reform  will  solve  our  problems.  We  have  reached  the  stage  where  quick  fixes  no  longer  are 
possible  and  where  "voluntary  efforts"  no  longer  offer  promise. 

For  its  part,  the  AFL-CIO  is  prepared  to  consider  each  and  every  proposal  that 
purports  to  address  the  three  issues  of  cost,  access  and  quality.  We  are  prepared  to  work 
with  you  and  your  staff  and  to  work  in  coalitions  with  consumers,  employers  and  providers 
to  develop  an  approach  to  national  health  care  reform  that  takes  the  best  of  the  systems 
around  the  world  and  is  "made  in  the  U.S.A." 
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PREPARED  STATEMENT  OF  DIANA  C.  JOST 

Mr.  Chairman  and  Members  of  the  Committee,  I  am  Diana  C.  Jost, 
Executive  Director  of  the  Blue  Cross  and  Blue  Shield 
Association.    The  Association  is  the  coordinating  organization 
for  the  73  Blue  Cross  and  Blue  Shield  Plans  throughout  the 
nation.    Collectively,  the  Plans  provide  health  benefit 
protection  for  more  than  70  million  Americans. 

Since  their  inception  in  the  1930s,  Blue  Cross  and  Blue  Shield 
Plans  have  been  committed  to  developing  and  improving  the 
nation's  pluralistic  health  financing  and  delivery  system.  To 
that  end,  we  work  in  partnership  with  consumers,  employers, 
unions,  health  care  providers  and  government.    That  commitment 
continues  today  as  we  address  the  complex  issue  of  providing 
access  to  care  for  the  nation's  uninsured. 

We  welcome  the  opportunity  to  address  the  Committee  on  this 
important  matter.     In  my  testimony  today,  I  will: 

o    Offer  a  historical  context  for  the  current  access 
problem;  and 

o    Discuss  how  we  believe  this  country  can  build  on  the 
employer-based  system  to  assure  coverage  for  all 
Americans. 


Historical  Context 

Mr.  Chairman,  we  stand  on  the  verge  of  making  a  series  of  major 
public  policy  decisions  that  will  have  far  reaching  impact  on 
the  health  care  delivery  and  financing  system  in  the  United 
States.    We  arrive  at  this  juncture  following  public  policy 
decisions  made  in  the  1950s  and  1960s  that  substantially 
changed  the  supply  and  demand  for  health  care  in  America. 
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In  the  50s  and  60s,  Congress  £elt  the  need  to  improve  the 
capital  structure  of  our  system.    The  Hill-Burton  Act  was 
passed  to  increase  hospital  construction,  and  the  National 
Institutes  of'  Health  was  created  to  promote  the  development  of 
health  care  technologies.     In  addition,  we  invested  significant 
sums  under  the  various  health  manpower  grant  programs  to 
increase  our  supply  of  physicians,  nurses  and  allied  health 
professionals . 

In  the  mid-1960s,  having  made  substantial  progress  in  improving 
the  supply  of  health  care  services,  the  Medicare  and  Medicaid 
programs  were  enacted.    This  dramatically  increased  the  demand 
for  health  care  services.    These  decisions  were  made  at  a  time 
when  economic  growth  was  in  double  digits  and  health  care 
inflation  did  not  exceed  6  or  7  percent. 

By  the  1970s,  these  decisions  had  set  in  motion  a  supply  and 
demand  reaction  that  fueled  substantial  inflation  in  the  cost 
of  health  care.     As  general  economic  growth  slowed,  health  care 
expenditures  increased  to  about  10  percent  of  GNP. 

During  the  last  decade,  economic  growth  slowed  considerably 
while  the  rate  of  increase  in  health  care  expenditures  and 
costs  became  a  matter  of  serious  concern. 

It  should  be  noted  that  the  cost  and  utilization  increases 
during  the  past  two  decades  also  have  been  driven  by  a  variety 
of  demographic  and  societal  changes.    They  include  an  aging 
population,  a  dramatic  rise  in  drug  abuse  and  violent  crimes 
and  the  costs  associated  with  treating  AIDS. 

Meanwhile,  significant  advances  continued  in  medical 
technology,  further  spurring  demand  for  services. 
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Against  this  backdrop  of  increasing  costs,  government  enacted 
programs  to  stem  capital  spending  and  began  to  rely  heavily  on 
Medicare  payment  strategies  to  reduce  expenditures  and 
influence  provider  behavior. 

American  business  —  faced  with  increasing  foreign  competition 
—  searched  for  all  possible  means  of  controlling  costs.  Much 
hope  was  put  in  the  use  of  capitated  programs  —  HMOs  —  to 
control  utilization.    More  recently,  the  focus  has  turned  to 
use  of  managed  care  programs  to  get  costs  under  control.  And 
greater  use  has  been  made  of  deductibles  and  coinsurance  to 
help  hold  down  utilization. 

Meanwhile,  a  significant  change  had  taken  place  in  the  business 
structure.    While  the  percentage  of  employees  in  large  national 
corporations  with  dependable  health  care  coverage  programs 
decreased,  employment  in  medium  and  small  businesses 
increased.    Many  of  these  smaller  firms,  often  operating  on 
slim  margins,  found  themselves  unable  to  provide  programs  with 
adequate  coverage  or  to  provide  any  coverage  at  all. 

By  the  mid-1980s,  access  had  become  a  major  public  policy  issue 
and  is  exacerbated  by  rising  health  care  costs  that  totaled 
$690  billion  in  1990  ~  12.2  percent  of  GNP. 

In  examining  this  problem,  the  Blue  Cross  and  Blue  Shield 
Association  identified  some  underlying  problems  that  needed  to 
be  addressed.    Our  position  has  been  that  the  overall  access 
problem  was  best  addressed  by  undertaking  the  following: 

"    Reforming  the  Medicaid  program  to  increase  eligibility 
to  all  those  who  are  below  the  poverty  level  and  break 
the  link  to  welfare  programs  so  that  low-income  working 
people  are  eligible; 
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*    Amending  ERISA  to  treat  self-funded  and  insured 

employers  equitably  and  to  provide  preemption  for  state 
mandated  benefits; 

Equalizing  the  tax  treatment  for  self -funded  employers; 
and 

Creating  state  high-risk  pools,  where  necessary,  for 
uninsurable  individuals. 

Where  Do  We  Go  From  Here? 

The  Blue  Cross  and  Blue  Shield  System  believes  that  in  addition 
to  the  steps  we  have  recommended  in  the  past,  more  fundamental 
reform  is  necessary.    We  came  to  this  conclusion  after 
reviewing  the  effects  of  past  health  policy  decisions  and 
continued  increases  in  health  care  costs  —  namely,  the 
millions  of  American  families  who  lack  access  to  affordable 
coverage . 

We  made  a  commitment  at  that  time  to  address  this  problem 
through  the  development  of  recononendations  for  federal  and 
state  action  and  the  development  of  products  that  meet  the 
particular  needs  of  those  currently  without  coverage. 

Among  our  first  steps  was  to  develop  a  position  to  assure 
access  in  the  most  troubled  segment  of  the  insurance  market  — 
the  small  group  market.     In  January  of  this  year,  the  Board  of 
Directors  of  the  Blue  Cross  and  Blue  Shield  Association 
unanimously  approved  recommendations  to  reform  insurance 
practices  that  will  help  small  groups. 

We  are  now  committed  to  the  challenge  of  finding  ways  to  assure 
coverage  for  all  Americans.    We  continue  to  believe  very 
strongly  that  the  pluralistic  system  is  the  best  way  to  meet 
the  health  care  needs  of  all  Americans.    This  is  a  framework 
that  helps  assure  Americans  a  degree  of  independence  and 
choice,  room  for  creative  ideas,  and  the  medical  advances 
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and  quality  care  they  have  come  to  expect.    There  are  three 
broad  steps  that  we  must  take  to  make  our  pluralistic  approach 
more  effective. 

Step  One:    Make  Coverage  Available  for  All  Americans 

The  Blue  Cross  and  Blue  Shield  Association  believes  that  all 
Americans  and  their  families  should  be  covered  under  either  a 
private  health  plan  or,  for  those  unable  to  purchase  private 
insurance,  a  public  program  should  be  available. 

Given  that  over  80  percent  of  the  approximately  37  million 
uninsured  Americans  are  either  workers  or  dependents  of 
workers,  we  believe  the  best  way  to  provide  high  quality  health 
care  that  meets  the  needs  of  this  population  is  through  the 
employer-based  system. 

The  employer-based  system  has  served  the  American  public  very 
well  in  the  past  50  years.  It  has  the  flexibility  to  respond 
to  the  needs  and  desires  of  both  employers  and  employees. 

Currently,  we  are  examining  how  to  make  this  system  work 
better.     To  encourage  more  employers  to  purchase  coverage,  we 
recognize  that  the  very  real  problem  of  af f ordability  needs  to 
be  addressed.    We  also  need  to  assure  continuity  of  coverage  by 
developing  ways  to  assure  that  lapses  in  coverage  are  avoided 
as  people  move  from  one  health  program  —  whether  public  or 
private  —  to  another.    These  are  essentially  "portability" 
issues . 

Some  parties  have  proposed  to  meet  these  objectives  by 
establishing  a  "play  or  pay"  system,  under  which  employers 
either  would  provide  coverage  to  their  employees  directly  or  be 
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taxed  to  finance  their  employees'  coverage  through  a  public 
pool.    We  have  serious  concerns  about  the  concept  of  a  public 
pool  approach  because  we  believe  it  provides  incentives  for 
employers  to  drop  their  commitment  to  providing  coverage 
directly  to  their  employees.    A  result,  we  believe,  could  be 
the  elimination  of  employer-provided  health  benefits  and  a 
resulting  total  reliance  on  a  universal  federal  program.  We 
do,  however,  support  what  we  believe  is  the  intended  objective 
of  encouraging  more  employers  to  offer  coverage. 

The  Blue  Cross  and  Blue  Shield  Association  also  is  considering 
how  to  address  the  coverage  needs  of  non-working  individuals. 
We  believe  a  combination  of  public  and  private  plans  is 
appropriate.    A  key  focus  of  our  deliberations  is  how  to 
maximize  the  use  of  tax  subsidies  to  minimize  reliance  on 
public  coverage  and  to  bring  private  coverage  within  the  reach 
of  more  lower-income  individuals. 

Step  Two:    Make  Coverage  Affordable 

Throughout  this  testimony  I  have  emphasized  the  overarching 
issue  of  af fordability  of  coverage.    To  address  this  issue,  it 
is  necessary  to  consider  both  the  absolute  level  of  health  care 
costs  and  the  role  that  benefit  design  and  subsidies  play  in 
the  af fordability  equation. 

Health  care  costs  in  the  absolute  sense  are  comprised  of  two 
factors:     1)  the  price  per  unit  of  service;  and  2)  the  number 
of  services  used.    Price  is  affected  by  such  factors  as 
practice  patterns  of  providers,  excess  capital,  costs 
associated  with  medical  malpractice. 

In  general,  we  have  been  fairly  successful  in  controlling 
price,  largely  through  provider  contracting.    Blue  Cross  and 
Blue  Shield  Plans  have  a  long  history  of  controlling  costs 
through  contract  arrangements  with  hospitals  that  limit 
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subscribers'  liability  while  assuring  an  appropriate  amount  is 
paid  for  covered  services.     Plans  also  have  contract 
arrangements  with  physicians  that  limit  payments  to  amounts 
that  are  reasonable  and  protect  subscribers  from  "balance 
billing. - 

However,  our  ability  to  control  utilization  has  been  affected 
largely  by  uncontrollable  factors  such  as  new  technologies, 
demographic  changes  and  consumer  demand  for  health  care 
services . 

We  have  implemented  and  achieved  success  with  a  broad  array  of 
cost  containment  programs.    They  include:     broad  use  of 
preauthorization  of  health  services,  concurrent  utilization 
review,  post-payment  review,  discharge  planning,  and  individual 
case  management. 

We  have  sharpened  our  strategies  for  negotiating  reimbursement 
rates  and  increasingly  select  providers  in  our  managed  care 
networks  to  achieve  cost-effectiveness  and  quality  care. 

We  continually  update  our  medical  necessity  program  that  has 
targeted  many  outmoded,  redundant,  or  ineffective  procedures. 
We  continue  our  technology  evaluation  program  to  help  make  sure 
that  medical  equipment,  procedures,  and  drug  therapies  produce 
safe  and  effective  results. 

We  are  meeting  the  cost  and  quality  challenge  of  organ 
transplants  by  identifying  "Centers  of  Excellence"  where  these 
procedures  are  performed  at  reasonable  cost  by  qualified 
physicians  and  skilled  support  teams. 

During  the  past  20  years  we  have  been  highly  successful  in 
moving  an  increasing  number  of  medical  procedures  from  the 
costly  in-hospital  setting  to  the  outpatient  area.    Now  we  are 
focusing  on  ways  to  control  outpatient  services  as  the  cost  of 
these  services  continues  to  increase. 
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Clearly,  there  are  continual  changes  in  the  delivery  of  health 
care  services,  and  they  require  constant  adjustments  and 
improvements  that  the  private  sector  is  in  an  ideal  position  to 
undertake. 

Some  parties  in  this  debate  have  advocated  an  all-payor  system 
as  a  way  to  reduce  cost.    We  strongly  oppose  such  proposals. 
We  believe  that  current  problems  such  as  excess  capacity  and 
inefficiencies  would  become  locked  into  place  if  payors  are 
prevented  from  negotiating  in  the  economic  interest  of 
consumers . 

In  addition,  regulatory  systems  have  not  proven  capable  of 
differentiating  among  the  numerous  factors  affecting  a  payor's 
total  costs.     Regulation  may  take  some  of  these  into  account, 
but  accounting  for  the  total  mix  of  utilization  levels, 
administrative  processes,  surety  of  payment,  level  of  coverage 
and  other  measures  is  beyond  the  scope  of  government  systems. 
We  believe  that  the  most  effective  arrangements  are  those  in 
which  the  parties  at  economic  interest  are  free  to  negotiate 
and  come  to  agreement  on  the  price  of  services. 

In  addition  to  addressing  these  larger  cost  issues,  we  also 
must  consider  how  to  make  coverage  more  affordable.    This  means 
making  the  best  use  of  tax  subsidies  and  assuring  an  efficient 
insurance  market.    As  I  mentioned  earlier,  we  are  examining  how 
tax  subsidies  could  be  used  to  reduce  reliance  on  public 
programs  and  mainstream  lower-income  individuals  into  private 
coverage. 

A  final  consideration  in  improving  af fordability  is  the  design 
of  a  benefit  package.    The  Blue  Cross  and  Blue  Shield 
Association  supports  access  to  a  basic  set  of  benefits  for  all 
Americans,  but  we  believe  that  the  design  of  a  benefit  package 
mufii  balance  the  competing  needs  of:    adequate  protection, 
af fordability  and  incentives  for  appropriate  use  of  services. 
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We  do  not  believe  that  we  can  affect  major  changes  in  health 
care  costs  and  assure  af f ordability  of  coverage  on  our  own.  To 
achieve  this  goal  —  and  the  corresponding  objective  of 
increasing  access  —  all  of  the  parties  involved  must 
participate  in  the  solution. 

Step  Three:    Assure  A  Well-Functioning  And  Competitive 
Insurance  Market 

The  Blue  Cross  and  Blue  Shield  Association  believes  that  to 
assure  universal  access  through  a  pluralistic  system,  it  is 
essential  to  have  a  well-functioning  and  competitive  insurance 
market . 

One  action  to  improve  the  efficiency  of  the  insurance  market  is 
to  eliminate  the  current  imbalances  between  self-funded  and 
insured  benefit  plans.     Because  ERISA  protects  self-funded 
employers  from  state  regulation,  these  employers  are  not 
required  to  provide  state  mandated  benefits  —  nor  do  they  pay 
state  premium  taxes  or  share  in  the  costs  of  state-run 
high-risk  pools  for  individuals.     These  imbalances  shift  these 
costs  onto  insured  employers,  who  tend  to  be  small  and 
medium-sized  companies  that  can  ill  afford  these  additional 
costs . 

However,  we  also  recognize  that  market  reform  is  necessary.  To 
understand  the  nature  of  these  reforms,  it  is  helpful  to 
understand  how  the  health  insurance  industry  developed. 

The  nature  of  private  health  insurance  has  changed  as  the 
insurance  industry  has  grown.    When  Blue  Cross  and  Blue  Shield 
Plans  began  providing  insurance  coverage  in  the  1930s,  every 
applicant  was  accepted  for  coverage,  regardless  of  health 
status.     In  addition,  all  subscribers  in  a  given  area  were 
charged  the  same  price  for  coverage  —  a  practice  known  as 
community  rating.     In  this  way,  the  cost  of  coverage  for 
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enrollees  with  the  poorest  health  risks  was  kept  at  the  most 
affordable  level  possible,  because  lower-risk  enrollees  heavily- 
subsidized  the  costs  of  higher-risk  enrollees. 

However,  as  competition  increased  in  the  health  insurance 
market,  underwriting  and  rating  practices  similar  to  those 
traditionally  used  in  other  lines  of  business  began  to  appear. 
These  practices  included  screening  out  high-risk  applicants, 
denying  coverage  to  high-risk  applicants  and/or  charging  such 
applicants  higher  rates. 

In  this  competitive  environment,  the  insurers  that  continued  to 
accept  all  risks,  or  had  even  marginally  more  liberal 
enrollment  practices,  ended  up  with  a  worse  mix  of  risks. 
Consequently,  they  were  forced  to  charge  higher  rates  than 
insurers  that  had  been  more  selective.    These  higher  rates 
reflect  the  fact  that  only  a  few  high-cost  enrollees  can 
generate  substantial  claims  costs.    On  average,  only  4  percent 
of  insured  individuals  generate  50  percent  of  claims,  while  20 
percent  of  enrollees  generate  80  percent  of  claims. 

As  insurers  with  more  liberal  enrollment  practices  adjust  their 
rates  to  reflect  their  higher  costs,  they  lose  their  low-risk 
enrollees  —  who  can  find  better-priced  coverage  elsewhere  — 
and  keep  their  higher-risk  enrollees,  who  have  nowhere  else  to 
go.    These  carriers  thus  are  left  with  risk  pools  that 
gradually  deteriorate  over  time. 

This  phenomenon  is  known  as  the  "adverse  selection  spiral"  and 
it  explains  why  few  insurers  can  continue  to  accept  high-risk 
enrollees  and  remain  competitive.     It  also  explains  why  more 
people  are  found  to  be  "uninsurable"  or  insurable  only  at  high 
cost. 

The  competition  for  the  lowest-risk  enrollees  also  involves 
pricing  coverage  at  levels  that  more  closely  reflect  the  risk 
of  a  particular  group  or  individual.    The  cumulative  effect  has 
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been  an  increasing  segmentation  of  the  insurance  market,  and  a 
declining  ability  o£  Blue  Cross  and  Blue  Shield  Plans  to  retain 
their  early  practices  while  remaining  competitive  in  the  market. 

The  increasing  cost  of  health  care  also  has  diminished  our 
ability  to  accept  all  applicants  and  to  community  rate  their 
coverage.     For  many  years,  our  Plans  were  able  to  continue 
their  early  practices,  because  they  were  able  to  offset  the 
cost  of  high-risk  enrollees  by  controlling  overall  costs.  In 
addition  to  the  cost  management  tools  described  earlier.  Plans 
also  had  the  advantage  of  provider  discounts  and  preferred 
federal  and  state  tax  treatment.    But,  as  these  advantages  have 
eroded,  so  too  have  Plans'  ability  to  maintain  their  earlier 
practices  in  a  competitive  market.    While  a  number  of  Plans 
continue  to  provide  coverage  on  an  open  enrollment,  community 
rated  basis  in  the  small  group  and  individual  markets,  other 
Plans  have  had  to  change  their  practices  in  order  to  compete  in 
their  markets. 

The  Blue  Cross  and  Blue  Shield  Association  believes  that 
reforms  are  necessary  to  replace  competition  based  on  ability 
to  select  risks  with  competition  based  on  ability  to  control 
costs.     Specifically,  the  Blue  Cross  and  Blue  Shield  system 
supports : 

o    Assuring  that  small  employers  have  access  to  private 
insurance,  regardless  of  health  status,  occupation  or 
geographic  location; 

o    Assuring  that  states  have  a  range  of  options  to  choose 
from  in  providing  for  the  availability  of  private 
insurance  to  small  employers; 

o    Assuring  that  small  group  coverage  is  provided  at  fairly 
established  rates; 

o    Assuring  that  no  small  employer  is  dropped  from  coverage 
because  of  poor  claims  experience; 
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o    Assuring  continuity  of  coverage  for  small  employers  and 
their  employees; 

o    Assuring  the  adequate  effective  enforcement  of  all 
carrier  requirements; 

o    Assuring  the  equitable  sharing  among  carriers  of  both 
high-risk  small  employers  and  the  losses  associated  with 
covering  these  high  risks;  ^nd 

o    Assuring  the  availability  of  lower-cost  products. 

With  respect  to  assuring  small  employer  access  to  private 
insurance,  BCBSA  believes  that  states  should  have  the 
flexibility  to  choose  an  approach  that  meets  the  needs  of  their 
environments.    One  approach  that  has  received  a  lot  of 
attention  would  require  all  carriers  to  offer  coverage  to  small 
employers  on  a  guaranteed  issue  basis  and  is  depend  on  a 
private  reinsurance  mechanism  to  help  carriers  spread  the  costs 
associated  with  high-risk  groups. 

While  this  approach  may  be  appropriate  in  some  states  —  where 
participation  in  reinsurance  is  voluntary  —  we  believe  it  is 
equally  important  for  states  to  be  able  to  choose  approaches 
that  do  not  rely  on  guaranteed  issue  and  a  reinsurance 
mechanism.    While  we  believe  that  this  represents  one  option 
for  states,  we  also  support  several  alternative  approaches.  In 
general,  these  approaches  would  assure  that  all  small  groups 
had  access  to  private  coverage  and  that  all  carriers  would 
comply  with  the  requirements  noted  above. 

As  for  access  to  individual  coverage,  our  current  position  is 
that  states  whose  Blue  Cross  and  Blue  Shield  Plans  do  not 
provide  coverage  on  an  open  enrollment  basis  to  individuals 
should  establish  high-risk  pools  to  provide  access  to  coverage 
for  uninsurable  individuals.    However,  we  recognize  that 
changes  may  be  needed  in  the  individual  market. 
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It  is  important  to  understand,  however,  that  reforming  the 
individual  market  will  be  much  more  difficult  than  reforming 
the  small  group  market.    Of  all  the  health  insurance  markets, 
the  individual  market  has  the  most  severe  problem  of  adverse 
selection. 

In  this  market,  individuals  make  choices  about  whether  they 
need  coverage  and  which  type  of  coverage  to  buy  based  on  their 
perceived  or  anticipated  need.    Thus,  individuals  who  need 
medical  care  tend  to  choose  the  most  comprehensive  coverage 
available,  while  healthy  individuals  either  choose  lower-cost 
coverage  or  no  coverage  at  all.    And  in  contrast  to  the  small 
group  market,  where  a  group  may  contain  several  healthy 
employees  for  every  high-risk  employee,  high-risk  individuals 
do  not  bring  along  with  them  other  healthy  individuals  who  may 
help  offset  their  costs. 

Before  leaving  this  discussion  of  the  insurance  industry,  I 
would  like  to  comment  on  insurers'  administrative  costs.  Many 
people  point  to  the  administrative  costs  of  insurers  as  a 
target  for  cost-savings,  and  to  question  the  "value"  of  a 
private  health  insurance  system.     Blue  Cross  and  Blue  Shield 
Plans  are  very  proud  of  their  record  of  providing  an  average  of 
90^  in  benefits  for  every  $1  in  health  benefits  premiums. 

What  Do  We  dq  m  The  Meantime? 

While  we  are  debating  what  changes  are  needed  in  state  and 
federal  policy,  many  Blue  Cross  and  Blue  Shield  Plans  are 
taking  steps  in  their  communities  to  address  the  problem  of 
lack  of  access.    Examples  of  Plans  activities  include: 

*    Blue  Cross  and  Blue  Shield  Plans  in  Virginia, 

Washington,  Illinois,  Kentucky  and  Oregon  have  developed 
low-cost  products  for  uninsured  small  employers  after 
working  with  their  state  legislatures  to  exempt 
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such  products  from  at  least  some  state  benefit  and 
provider  mandates.     For  example.  Blue  Cross  and  Blue 
Shield  of  Oregon  has  created  a  special  product  for  small 
groups  that  offers  a  PPO  at  a  price  approximately  33 
percent  lower  than  regular  Plan  products. 

14  Plans  have  established  a  "Caring  Program  For 
Children,"  through  which  outpatient  primary  care  is 
provided/  free  of  charge,    .for  low-income  children  not 
covered  by  Medicaid.    The  program  provides  preventive 
care  and  often  diagnostic  care  and  surgery  as  well. 
Premiums  are  subsidized  by  charitable  contributions  and 
by  the  Plans.    To  date,  more  than  30,000  children  have 
been  enrolled  in  the  programs. 

Blue  Cross  and  Blue  Shield  of  the  Rochester  Area  (NY) 
offers  "ValueMed,"  a  health  care  plan  for  low-income 
individuals  that  includes  major  medical  coverage, 
prenatal  and  preventive  child  care.    ValueMed  is  less 
than  half  the  cost  of  the  Plan's  other  products  for 
individuals . 

Blue  Cross  and  Blue  Shield  of  Oklahoma  has  developed  a 
product  for  uninsured  individuals  and  families  who  are 
self-employed,  employed  by  small  companies  or  part-time 
workers.     Indemnity  inpatient  and  outpatient  coverage  is 
provided,  as  is  coverage  for  maternity  and  psychiatric 
care.     Premiums  for  small  groups  are  30  to  45  percent 
less  than  for  other  group  products;  premiums  for 
individuals  are  30  to  60  percent  less  than  regular 
products. 
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Conclusion 

In  conclusion,  we  acknowledge  that  the  problem  o£  the  uninsured 
population  is  very  serious ,  and  that  it  demands  a  concerted 
effort  by  the  private  sector  and  government.    At  the  same  time, 
we  need  to  note  that  the  problem  has  arisen  because  of  a 
combination  of  demographic  and  societal  changes  that  have 
created  a  broad  array  of  other  social  problems  as  well. 

The  problem  of  the  uninsured  should  not  be  viewed  as  an 
indictment  of  the  private  system  of  health  care  financing.  The 
private  system  is  meeting  the  health  care  financing  needs  of 
the  overwhelming  majority  of  Americans.     It  is  developing  and 
implementing  a  series  of  programs  and  initiatives  to  ease  the 
problems  of  the  uninsured. 

We  are  ready  and  willing  to  move  ahead  with  goverzunent  to 
develop  a  series  of  well-planned,  coordinated  steps  that  will 
help  assure  access  and  control  the  increases  in  health  care 
costs  that  have  made  access  the  serious  problem  it  is  today. 
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PREPARED  STATEMENT  OF  GREGORY  SHOW 

El«ctro  Management  is  owned  and  operated  by  Greg  and  Vlckl 
Show.    Ne  specialize  in  electrical  construction  and  have  beeii 
doing  so  for  almost  thirteen  years.    We  have  grown  from  a  small 
four  person  shop  to  currently  employing  approximately  25-40, 
depending  upon  the  construction  market  or  workload. 

I  am  truly  a  small  business  owner  and  worker.     I  work  in  the 
office  every  day  for  at  least  eight  to  ten  hours  and  at  home.  I 
am  involved  in  nearly  every  decision  made  by  our  company.  My 
wife  handles  the  accounting  department  which  consists  of  her  and 
one  fulltime  accounting  manager  and  clerical  support  from  our 
receptionist.    Vicki  handles  all  of  our  legal  affairs  and  is  also 
responsible  for  all  accounts  payable  and  receivable.    She  also 
shops  for  all  of  our  insurance  -  health,  Worlcers  Compensation, 
general  liability  and  auto.    Together,  we  decide  which  policies 
will  best  suit  our  business  and  employees. 

At  first  we  carried  health  insurance  on  only  two  key  people 
in  our  company.    We  obtained  a  group  policy  with  NECA  (National 
Electrical  Contractor's  Association).     The  insurance  was  very 
good  but  very  expensive  due  to  the  average  age  of  the  general 
NECA  membership,  which  was  50.     The  plan  itself  excluded  field 
employees,  those  who  work  at  the  construction  sites. 

In  1987,  in  an  effort  to  attract  and  retain  the  best 
employees  in  the  Palm  Springs  area,  we  decided  to  shop  for  a  more 
cost  effective  plan  so  we  could  expand  coverage.    We  found  a  good 
group  policy  and  have  been  offering  health  insurance  to  our  staff 
and  field  workers  now  for  quite  some  time.     In  1988,  when  we 
could  afford  to  pay  100  percent  for  our  employee's  insurance,  the 
approximate  cost  for  a  single  individual,  without  dependents,  was 
$87.00  per  month.    This  policy  included  dental  and  maternity  care 
with  80  percent  of  the  bills  for  medical  services  covered  by 
insurance,  20  percent  employee  responsibility  and  a  $150.00 
deductible.     Today  the  same  individual  coverage  costs  over 
$150.00  per  month. 

Our  insurance  agent  stated  that  in  1960  it  cost 
apptoximately  $18.00  per  month  to  insure  an  employee  and  hit 
family.    Today  the  same  coverage  costs  over  $530.00  per  month  to 
cover  that  family  -  a  3000  percent  increase.    The  following 
columns  indicate  our  escalated  costs  indicating  the  percentage  of 
increase  our  profits  have  not  experiences  a  similar  increase 
particularly  with  the  building  slump  in  southern  California: 


Age  Group 

Single 

Family 

1  6/88 

30-40  yrs. 

$86.95 

$285.30 

6/89 

30-40  yrs. 

$106.74 

$351.70 

1/90 

30-40  yrs. 

$137.79 

$455.32 

7/90 

30-40  yrs. 

$151.06 

$498.84 

5/91 

30-40  yrs. 

$157.43 

$531.46 
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In  order  to  control  costs  and  provide  incentives  to  remain 
with  our  company,  we  phase-in  the  company's  premium  contribution 
over  a  period  of  time.     When  a  new  employee  starts  with  us  they 
become  eligible  for  insurance  after  30  days  of  continuous 
employment.     After  30  days,  they  can  participate  in  our  health 
plan  at  their  own  expense.     After  six  months,  we  pay  50%  of  the 
employee's  costs,  and  at  the  end  of  one  year's  employment,  we  pay 
100%  of  the  employee's  premium. 

From  the  employee's  stand-point  this  practice  works  well 
because  they  are  insured  almost  immediately  and  rewarded  for 
length  of  service,  but  it  becomes  burdensome  to  the  company  due 
to  the  increased  costs.     One  problem  with  the  arrangement  is  that 
after  six  months  new  employees  are  receiving  an  increase  in 
salary  and  don't  realize  it.     Eventually  they  come  to  us  looking 
for  raises  and  we  have  to  tell  them  they  just  got  one  -  and  a 
substantial  one  at  that.     We  have  to  try  to  explain  to  them  that 
although  they  are  doing  a  good  job  and  have  made  the  company  more 
profitable,   the  profit  was  eaten  up  by  their  health  insurance 
premiums . 

In  the  past,  the  health  insurance  premium  increase  alone  was 
ten  times  the  amount  of  our  increase  in  profits.     Sometimes  more 
than  ten  times!     Further,  many  of  our  younger  employees  tell  me 
"I  would  rather  have  the  money  and  forget  about  the  insurance." 
That  poses  a  second  dilemma  for  us.     We  do  not  give  extra  money 
to  employees  in  lieu  of  insurance  because  we  believe  that  all  our 
employees  should  have  insurance  if  they  qualify. 

Aside  from  premiums  rising  faster  than  our  revenues  we  have 
one  particular  problem  with  our  insurance.     Currently  we  have  a 
60  year  old  employee  who  is  eligible  for  fully  paid  health 
insurance.     The  cost  to  insure  this  employee  is  approximately  140 
percent  more  than  our  average  employee.     This  employee  will 
become  even  more  costly  to  us  as  his  age  increases  and  his 
efficiency  decreases.     Because  of  the  health  insurance  benefit, 
he  is  actually  earning  more  money  than  those  who  may  actually  be 
better  electricians.     Not  that  this  affects  our  decision  to  give 
the  older  man  insurance,  but  it  does  and  has  created  dissention 
among  his  fellow  workers.     Given  the  fact  that  nobody  is  going  to 
pay  us  any  more  on  a  contract  to  insure  this  man,  the  excess 
premium  charges  for  him  will  have  to  come  from  excess  profits 
(though  I  personally  have  never  had  experience  with  excess 
profits).    We  insure  him  -  it  is  both  our  moral  and  financial 
commitment  to  him  —    but  it  is  a  shame  we  have  to  pay  more 
money,  just  because  of  his  age,  to  meet  this  obligation  to  reward 
a  valued,  loyal  employee.     I  can't  imagine  what  will  happen  to 
premiums  when  our  company  starts  getting  older. 


Perhaps  if  there  were  some  way  to  average  those  premiums 
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paid  for  younger  employees  with  those  of  older  employees,  it 
would  prohibit  the  insurance  companies  discriminating  against  the 
older,  proven  employees. 

Another  predicament  that  we  experienced  in  searching  for 
affordable  coverage  was  when  the  non-union  sector  of  our  local 
NECA  chapter  attempted  to  obtain  quotations  on  group  health 
insurance.     Our  intent  was  to  be  more  attractive  to  insurance 
companies  by  banding  together  as  a  group,  believing  that  because 
of  the  size  of  our  chapter  and  the  large  number  of  employees  when 
combined  we  could  get  a  better  price.     We  originally  approached 
the  insurance  companies  as  a  group  because  true  group  rates  are 
not  available  to  smaller  companies  and  because  we  felt  we  would 
have  strength  in  numbers  needed  to  get  an  affordable  rate. 
Unfortunately,  there  were  two  companies  in  the  group  that  had 
employees  with  major  health  problems.     One  had  AIDS  and  the  other 
had  some  other  sort  of  pre-existing  medical  condition.  The 
insurance  companies  would  not  even  give  us  a  group  price  with 
these  two  companies  as  part  of  our  group.     Needless  to  say, 
neither  of  these  two  employers  could  change  insurance  companies 
or  even  get  quotes  from  other  agencies  and  their  participation  in 
the  NECA  group  kept  us  from  purchasing  insurance. 

The  bottom  line  is  simple.     We  provide  health  insurance 
because  it  makes  us  more  competitive  because  we  can  and  do 
attract  better  employees  in  an  industry  where  maybe  four  out  of 
five  companies  do  not  provide  insurance.     Health  insurance  is  a 
valuable  fringe  benefit  that  helps  us  stick  out  in  a  crowd.  We 
also  feel  it  is  our  obligation  to  provide  this  benefit.  The 
problem  for  us  and  other  small  employers,  however,  is  with  the 
rising  cost  of  that  insurance  and  a  pricing  system  that 
discriminates  against  older  workers  or  ones  who  may  be  sick. 

In  preparation  for  my  trip  to  speak  before  your  Committee,  I 
contacted  as  many  of  my  local  business  colleagues  as  I  could  to 
get  their  view  on  the  health  insurance  issue.    Also,  as  fate 
would  have  it,  our  business  was  also  getting  a  quotation  on 
health  insurance.     In  my  effort  to  gather  my  thoughts  as  well  as 
the  thoughts  of  others  on  this  issue,  one  thing  becomes  very 
clear.     This  health  insurance  issue  is  one  of  the  most 
complicated,  confusing  can  of  worms  I  could  ever  imagine.     It  was 
unanimous  among  my  colleagues  that  there  are  no  easy  solutions 
but  parts  of  the  problem  need  to  be  addressed  and  addressed 
today.     I  also  must  say  that  health  insurance  is  not  as  important 
an  issue  as  the  current  state  of  the  economy.     Yet,  perhaps, 
health  insurance  and/or  the  abuse  of  it  is  relevant  to  the  state 
of  the  economy  and  is  certainly  relevant  to  our  business' 
competitiveness . 

In  my  talks,  one  general  comment  that  emerged  was  that  tort 
reform  is  essential.     Doctors  are  angered  with  excessive 
judgments  —  courts  are  awarding  what  doctor's  feel  are 
excessively  high  amounts  of  money  for  malpractice,  and  frankly 
this  scares  the  doctors  to  death  and  I  don't  blame  them.  The 


124 


government  must  come  up  with  some  type  of  standard  control 
mechanism  to  limit  the  financial  awards  given  to  people  that  file 
and  win  judgments.     Limits  must  be  set.     The  laws  should  be 
written  to  allow  for  a  person  to  collect  on  expenses  only  and 
expenses  not  also  reimbursed  by  insurance.     "Pain  and  suffering" 
should  be  the  exception,  not  the  norm.     I  watch  attorneys 
advertise  asking  if  you  have  been  hurt,  come  see  me  for  no  charge 
only  if  I  win  or  settle  your  case  will  you  be  charged.     So  now 
when  someone  thinks  they  have  a  one  in  a  hundred  chance  of 
winning,  what  the  heck,  let's  try  anyway  —  it  won't  cost  us 
anything.     Then  they  call  the  lawyer. 

Lawyers  also  refer  clients  to  certain  doctors  and  then  tell 
those  doctors  to  run  tests  the  doctor  knows  he  does  not  need  to 
run.     "We'll  build  up  the  case,"  the  lawyer  says.     "Better  run 
the  MRI  just  to  be  sure."    A  doctor  would  be  crazy  to  argue  with 
a  personal  injury  attorney.     I  personally  believe  if  lawyers 
would  start  to  use  sound  judgment  and  conscientious  decisions, 
based  on  morals  rather  than  the  "All  Mighty  Buck,"  we  might  start 
to  make  a  dent  in  this  problem. 

To  me  it  is  ethics.     They  have  seen  an  area  capable  of 
producing  big  bucks  for  them  and  are  taking  full  advantage  with 
no  concern  for  the  effects  it  will  have  in  the  long  run.     If  a 
standard  or  limit  can  be  established  on  these  awards,  this  would 
lower  the  cost  of  malpractice  insurance  and  therefore  lower 
medical  expenses  which  in  turn  will  help  lower  private  and 
workers  compensation  insurance. 

The  second  general  issue  of  great  concern  is  non-payment  of 
medical  services.     Hospitals  charge  inflated  rates  to  lower  costs 
incurred  by  a  staggering  number  of  non-payment  or  underpayment 
claims,  particularly  by  the  federal  and  state  governments.  A 
hospital  may  have  to  recoup  costs  in  one  area,  so  it  has  to 
inflate  charges  on  simple  tests  on  uninsured  patients  that  their 
doctor  has  ordered,   raising  costs  for  us  all.     The  current  answer 
to  the  cost  shifting  is  simple  -  charge  more  money  to  those  who 
have  insurance  and  can  "afford  it."    Our  insurance  agent  cited  an 
example  where  one  of  his  clients  went  to  a  hospital  to  argue  a 
charge  that  they  thought  was  too  high  at  $1,000.     The  hospital 
apparently  did  not  know  that  this  person  did  not  have  insurance. 
The  bill  was  negotiated  to  an  affordable  $200.00. 

I  wonder  which  bill  was  fiction  and  which  was  fact.     It  is 
impossible  to  find  the  real  costs  because  the  federal  and  state 
cost  shifting  is  so  deep  that  it's  hard  to  determine  whether  the 
hospitals  can  themselves  cut  costs  somewhere.     In  any  case  I  do 
believe  that  a  hospital  should  get  legitimate  charges  for  the 
same  services.     I  think  it  is  intolerable  that  patients  who  care 
enough  about  themselves  and  their  families  to  purchase  insurance 
have  to  pay  exorbitant  charges  because  others  are  "free-loading." 
Just  like  in  any  business,   if  it  cost  $1.05  to  do  business,  that 
$1.05  comes  from  someplace.     It  does  not  simply  vanish  into  thin 
air. 
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I  believe  that  everyone  must  have  some  kind  of  affordable 
health  insurance.     I  believe  that  every  American  should  be 
legally  bound  to  have  some  sort  of  health  care  coverage.  If 
employers  are  not  providing  health  insurance,  then  it  should  be 
up  to  the  individual  to  obtain  their  own  insurance.  Individual 
responsibility  is  key.     The  idea  behind  this  is  that  labor  will 
realize  how  important  health  insurance  is  and  move  to  companies 
who  have  it.     If  for  some  reason  a  person  is  unemployed  and 
unable  to  afford  insurance  or  "uninsurable,"  I  believe  the  state 
should  pay  for  coverage  out  of  some  sort  of  pool. 

Along  with  this  same  view  is  also  a  strong  feeling  that 
business  should  not  be  mandated  into  providing  health  care 
insurance.     It  is  the  individual's  responsibility.     To  mandate 
these  costs  will  ensure  that  many  small  businesses  would  go  out 
of  business  and  jobs  would  be  lost.     Even  the  pay  or  play 
proposals  are  a  mandate.     We  can  do  better  than  what  the  federal 
government  tells  us  and  we  do  not  trust  the  federal  government  to 
spend  these  new  dollars  wisely.     We  should  allow  negotiations  to 
occur  on  the  type  of  benefits  to  provide.     You  simply  cannot 
mandate  businesses  to  take  on  these  escalating  costs  and  expect 
them  to  continue  to  operate. 

Instead  you  must  find  a  way  to  bring  down  the  cost  of 
medical  care,  set  firm  limits  on  malpractice  suits  which  would  in 
turn  lower  the  cost  of  insurance,  put  together  some  sort  of  pool 
to  help  the  insurance  companies  with  the  catastrophic  and/or  pre- 
existing condition  cases,  level  out  the  cost  to  groups  and 
individuals  as  a  whole  and  remove  government's  negative  impact  on 
this  marketplace. 

Currently  one  of  the  most  popular  types  of  plan  is  called 
Preferred  Provider  Option  (PPO).     This  plan  is  growing  in 
popularity  with  insurance  companies,  doctors  and  the  public  in 
general.     The  insurance  company  recruits  doctors  and  other  health 
providers  for  their  roster.     Then  all  of  their  insured  people  go 
to  see  the  appropriate  providers  on  their  roster.     In  the  early 
stages  of  PPO  programs,  they  were,  in  my  opinion,  ineffective  due 
to  the  limited  number  of  doctors  on  the  roster.     In  rural  areas 
such  as  the  California  desert,  it  was  even  less  effective  due  to 
the  selection  of  doctors  being  extremely  low. 

However,  PPO's  changed  drastically  in  recent  times,  for  the 
better,  I  might  add.     The  number  of  doctors  on  the  roster  has 
increased  due  partly  to  the  number  of  people  that  are  members  in 
PPO  plans.     Costs  are  pre-negotiated  between  providers  and 
insurance  companies,  which  guarantees  payment  to  the  providers. 
In  summary  doctors  are  seeing  more  paying  customers  and  PPO  plans 
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are  becoming  widely  accepted.     In  addition,  although  very 
expensive,  the  cost  for  PPO  plans  is  competitive.     This  is  the 
right  direction  to  go  -  it  helps  to  control  costs  and  gets  care 
to  those  who  need  it  because  its  affordable. 


Another  partial  solution  is  to  have  a  "CORE"  plan  available 
to  any  individual  who  is  not  covered  by  their  employer's  health 
plan.     The  "CORE"  plan  would  be  purchased  directly  by  the 
individual  and  paid  the  same  way.     For  unemployed  or  uninsurable 
the  state  would  pay  for  it  through  a  tax  or  fee  at  the  consumer 
level.     I  feel  most  people  would  be  agreeable  to  a  small  tax 
increase  if  it  were  to  help  bring  about  a  solution  to  the  health 
insurance  problem.     In  addition,  if  a  person  was  sick  while 
unemployed,  the  state  would  pay  any  health  care  costs,  thus 
guaranteeing  payments  to  doctors  and  hospitals.     This  "CORE"  plan 
should  be  more  affordable,  and  should  also  be  available  in  the 

pyirV^tg  Mykgt* 

With  only  a  short  amount  of  time  to  talk  to  other  people 
about  their  feelings  on  health  insurance,  I  was  unable  to  get  a 
full  circle  of  opinions.     First  of  all,  without  question,  we  all 
agreed  that  there  must  someday  be  an  "overhaul"  of  our  health 
care  and  insurance,  from  the  very  bottom  to  the  top.  Doctors 
order  tests  to  "cover"  themselves,  just  in  case  someday  when  the 
patient  sued  them,  they  could  vindicate  themselves  by  showing 
that  they  did  every  test  known.     It  was  news  to  me  that  the 
reason  hospitals  charge  so  much  to  insured  patients  is  due  to  the 
practice  known  as  cost  shifting.     This  is  to  note  that  one  way  or 
another,  as  in  any  other  business,  a  hospital  will  have  to  get  a 
dollar  for  a  service  that  costs  a  dollar  to  perform.    With  the 
rate  cost  shifting  coming  from  Medical/Medicare,  if  the  hospital 
doesn't  get  100  cents  on  the  dollar,  they  must  shift  the  cost 
"underage"  to  another  area.    We  need  to  stop  this. 

There  must  be  reform  and  I  believe  insurance  reform  should 
begin  first  or  a  least  a  close  second  with  af f ordability  being 
the  goal  of  that  reform. 

Foe  the  record  I  would  like  to  introduce  the  following  seven 
statements  of: 

J.W.  Erwin  of  Erwin  Farms  (NX) 

Teresa  Matregrano  of  Blue  Star  Glass  (NH) 

Gerry  Harkins  of  Southern  Pan  Services  (GA) 

.  Rod  Starkey  of  Pacific  Messenger  Service  (CA) 

Eddie  Mills  of  Mills-Anderson  Opticians,  Inc.  (FL) 

Don  Summers  of  Austin  Welder  and  Generator  Service  (TX) 
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Salvator  Risalvato  of  Riverdale  Sunoco  ( N J ) 
James  Jackson  of  Desert  Contractor's  Assn.  (CA) 


These  statements  represent  the  geographical  scope  of  the 
country  from  the  North,   to  the  South,  East  to  West.     Some  of 
these  small  business  owners  are  uninsured,  many  provide 
insurance,  all  are  grappling  with  the  problem  of  pairing  rising 
insurance  costs  with  their  bottom  line.     Or  put  another  way  — 
what  each  have  in  common  is  the  struggle  to  pay  for  insurance, 
provide  for  our  employees  and  keep  our  businesses  working. 
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TESTIMONY  OF 

J.  W.  ERWIN 

ERWIN  FARMS 
NOVI,  MICfflGAN 

Before:     Senate  Finance  Committee  Field  Hecuing  Panel 
Subject:    Affordable  Health  Insurance 
Date:       June  28, 1989 

Good  morning,  Senator  Riegle.  My  name  is  J.  W.  Erwin.  My  son 
and  I  own  a  firuit  and  vegetable  market  called  Erwin  Farms  on  10 
Mile  Road  in  Novi.  Erwin  Farms  is  our  family  orchard  and  has  been 
in  operation  since  1922.  I  opened  the  retail  store  in  1963.  My 
brother  now  runs  the  Orchard.  I  would  like  to  thank  you  for  holding 
a  hearing  in  Michigan  to  listen  to  small  business  problems  in 
providing  health  care  coverage  for  employees. 

I  am  here  today  to  tell  my  story  and  also  to  represent  the  22,500 
small  business  owners  in  Michigan  who  are  members  of  the  National 
Federation  of  Independent  Bt&siness.  About  84  percent  of  NFIB*s 
members  in  Michigan  employ  19  people  or  less,  fifty  percent  have  5 
employees  or  less.  Finding  affordable  health  insurance  is  a  major 
problem  for  us. 

Our  store  emplo3rs  18  people,  including  five  family  members.  We 
have  a  good  record  of  emplo3nment  and  have  not  laid  off  any  people  in 
years.  Our  employees  become  members  of  our  business  family  and 
it*s  important  that  we  help  them  in  any  way  possible. 
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Oiir  Blue  Cross/Blue  Shield  coverage  last  year  increased  $50  a 
quarter  per  employee  for  a  total  of  $200  per  employee.  Our  coverage 
is  through  the  Farm  Bureau,  of  which  I  am  a  member  and  have  been 
for  years.  If  I  did  not  belong  to  the  Farm  Bureau,  the  insurance  costs 
would  be  even  higher  due  to  the  small  size  of  our  business.  Because 
of  the  cost  of  health  insurance,  I  am  only  providing  coverage  for  four 
of  my  full-time  employees.  Without  the  help  from  the  Farm  Bureau, 
I  probably  wouldn't  be  able  to  afford  coverage  for  anyone. 

It  costs  me  $764  for  three  months  of  health  insurance  on  one 
employee,  or  about  $3,056  per  year,  not  including  expected  premium 
increases.  In  computing  what  it  would  cost  me  to  cover  part-time 
employees,  I  find  that  for  an  employee  who  works  17  hours, 
insurance  coverage  would  cost  $3.16  per  hour.  If  the  employee  works 
20  hours  a  week,  the  cost  is  $2.69  per  hour.  The  cost  for  this 
coverage  on  a  full-time  employee  breaks  down  to  $1.35  per  hour. 
Since  my  part-time  employees  earn  between  $4.50  and  $7.00  an  hour, 
providing  insurance  wovdd  be  almost  doubling  my  payroll  costs  for 
those  employees. 

Several  years  ago,  through  our  local  Chamber  of  Commerce,  we 
were  able  to  get  less  expensive  group  coverage.  The  insurance  was 
cheaper,  but  the  benefits  were  not  as  good,  and  we  returned  to  Blue 
Cross/Blue  Shield  through  the  Farm  Bvireau.  There  aren't  many 
choices  for  us,  and  on  my  own  it's  too  expensive. 
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I  believe  that  much  of  the  increased  costs  are  due  to  doctors 
scheduling  far  more  tests  for  patients  through  fear  of  malpractice 
suits.  These  additional  tests  not  only  add  to  the  cost  of  each  claim, 
but  require  our  employees  to  be  away  from  the  business  for  much 
longer  periods  of  time.  This,  too,  costs  us  money. 

In  closing,  I  would  point  out  that  my  employees  receive  health 
care  coverage  tax  free.  I  pay  100%  of  the  premium  costs.  However, 
to  me~the  employer-it  is  not  tax  free.  Seventy  percent  of  the  cost 
comes  out  of  my  pocket--out  of  my  profit  margin,  which  isn't  great  to 
begin  with.  Also,  as  the  cost  increases,  the  employee  does  not  see  this 
as  a  pay  increase,  but  it  really  is.  It  does  not  act  as  a  reward  and 
does  not  increase  productivity  like  a  regular  pay  increase  would. 

Our  retail  store  sells  primarily  perishable  items.  We  are  directly 
competing  with  big  supermarket  chains  like  the  A&P  and  Kroger 
which  are  less  than  a  mile  from  my  place.  Last  year  our  net  profit 
was  $39,000.  If  insurance  costs  continue  to  rise  and  government 
continues  to  mandate  benefits,  we  will  reach  a  point  where  it  will  no 
longer  be  profitable  for  us  to  stay  in  business. 
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When  health  insurance  costs  keep  going  up,  they  are  either  paid 
by  what  would  be  profits  in  our  business  or  by  the  customers  when 
they  come  in  to  buy  our  fi^ts  and  vegetables.  This  is  totally 
inflationary!  Those  types  of  costs  can't  be  completely  passed  on  to  my 
customers  if  I  want  to  keep  those  customers,  nor  can  I  get  rid  of 
enough  jobs  to  absorb  those  costs  without  hurting  my  business.  Big 
increases  in  insurance  put  me  and  my  business  in  a  no- win  situation. 

Please  help  small  business  owners  in  Michigan  and  the  nation  to 
find  a  solution  to  this  costly  and  burdensome  problem.  Small 
bxisiness  owners  want  to  provide  health  care  coverage.  They  care 
about  their  employees  and  must  provide  good  benefits  in  order  to 
keep  good  employees. 

There  is  a  perception  that  all  small  business  owners  have  deep 
pockets  and  can  cifford  these  costs,  as  their  profits  are  high.  In  the 
average  company,  employee  compensation  is  six  times  greater  than 
profits  -  six  times  as  big.  Seventy-five  percent  of  our  national 
income  is  paid  out  in  compensation  to  employees.  That's  75  cents  out 
of  every  dollar. 

Thank  you,  again,  for  taking  time  today  to  hear  my  testimony.  I 
would  like  to  submit  the  attached  testimony  fi*om  the  NFIB  for  the 
record- 


Attachment 
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WRITTEN 
STATEMENT  OF 

NATIONAL  FEDERATION  OF  INDEPENDENT  BUSINESS 

Before:     Senate  Finance  Committee  Field  Hearing  Panel 
Subject:    Affordable  Health  Insurance 
Date:       June  28, 1989 

NFIB  is  a  voluntary  membership  organization  with  over  580,000 
small  business  owner  members.  Our  membership  comes  from  all  of 
the  industrial  and  commercial  categories  and  reflects  the  national 
small  biisiness  community  in  its  distribution  among  industries.  That 
is,  we  have  about  the  same  percentage  of  members  in  the 
construction  industry,  the  manufacturing  industry,  wholesale,  retail, 
etc.,  as  exists  in  the  national  business  profile. 

For  NFIB  members  like  Mr.  Erwin  and  their  more  than  7  million 
employees,  much  is  at  stake  in  the  current  debate  over  mandating 
health  benefits.  Mr.  Erwin's  statement  expresses  in  real  life  terms 
precisely  what  our  data  explain  in  statistical  terms-that  despite  the 
desire  to  help  their  employees,  small  firms  are  being  priced  out  of  the 
health  insurance  market  and  sometimes,  out  of  business. 

While  NFIB  is  a  recognized  authority  on  small  business,  NFIB  is 
not  an  expert  in  the  health  care  industry  or  in  the  insurance 
industry,  therefore  remarks  are  primarily  directed  to  a  description  of 
the  attitudes  and  operational  characteristics  of  the  smaU  business 
community  that  are  relevant  here. 
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NFIB  has  conducted  three  national  surveys  in  this  general  area. 
The  first  was  done  in  1978  and  is  entitled  National  Health  Insurance 
Report  on  Small  Business.  The  second,  conducted  in  late  1985,  is 
entitled  Small  Business  Employee  Benefits.  A  third  is  in  the  process 
of  heing  thoroughly  analy^d;  however,  the  preliminary  results  are 
very  interesting  and  are  shared  later  in  this  statement.  In  addition, 
the  rising  cost  of  health  insurance  was  the  number  one  problem  as 
first  reported  in  NFIB's  1986  Sn^nH  Bvf^iness  Problem.^  and 
Priorities.  It  was  also  one  of  the  top  concerns  raised  by  the  1986 
White  House  Conference  on  Small  Business. 


MANDATE  RgsvJts 

NFIB  constantly  polls  its  membership.  No  position  on  legislation 
is  tcdien  without  approval  of  a  majority  of  the  membership.  On  the 
issue  of  health  insurance  and  health  care,  smaU  business  owners 
have  been  loudly  registering  their  concern  over  the  focus  of  the 
debate.  Mandates,  massive  expansion  of  federal  government 
programs,  national  health  insurance,  or  Canadian  system  mimicry 
ignore  and  exacerbate  the  real  problem  for  small  business-rising 
health  insurance  costs. 

In  April  1987  an  overwhelming  89%  opposed  mandated  health 
insurance  (7%  favor,  4%  undecided).  In  1989  small  business  owners 
again  registered  their  overwhelming  opposition  to  mandated  health 
insurance  legislation. 
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A  consistent  finding  of  pur  research  is  that  the  number  one 
problem  facing  small  businesses  is  the  cost  of  health  insurance.  This 
conclusion  was  evident  in  1986  when  out  of  seventy-five  issues  polled 
(from  taxes  to  unemployment  compensation  to  utility  rates),  the  cost 
of  health  insurance  ranked  n^imbf^r  ftnft  -  even  above  Uability 
insurance,  which  was  at  that  time  in  a  crisis  state.  The  problem  with 
the  cost  of  health  instu-ance  continues  to  remain  at  the  top  in  1989. 
In  fact,  in  the  newest  NFIB  comprehensive  health  study,  an 
astonishing  89%  Hsted  health  insurance  as  becoming  prohibitively 
expensive. 

The  1986  survey  by  the  NFIB  Foundation,  entitled  Smfill 
Business  Employee  Benefits^  revealed  that  the  number  of  small 
business  owners  providing  employee  health  insurance  had  steadily 
increased  since  1978.  The  1989  survey  reveals  that  coverage  has 
since  stabilized. 

In  1989,  as  in  1986,  sixty-five  percent  of  small  businesses  offered 
health  insurance  for  at  least  some  fiill-time  employees.  Increases  in 
the  coverage  rate  since  1978  have  been  most  notable  in  firms 
involved  in  financial  services,  professional  services,  retail,  and  the 
smaller  firms  —  the  very  same  firms  held  responsible  for  the  alleged 
increase  in  the  uninsured  population.  The  troubled,  and  difficult  to 
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insure,  agricultural  sector  continues  to  be  the  only  sector  that 
reduced  coverage.  NFIB  field  survey  data  from  April,  1987  indicate 
as  many  as  seventy-five  percent  of  those  providing  fiinge  benefits  are 
providing  health  insurance.  This  is  despite  the  fact  that  in  1985,  the 
median  monthly  health  insurance  premium  paid  by  small  employers 
was  more  than  double  the  premium  in  1978. 

SmaU  businesses  tend  to  offer  a  hierarchy  of  benefits  which 
expands  as  the  firm  matures  and  size  increases.  Small  business 
owners  as  a  group  provide  their  employees  with  a  wide  variety  of 
benefits,  paid  vacations  and  health  insurance  being  the  two  most 
commonly  offered.  In  addition,  larger  small  firms  are  most  likely  to 
provide  a  wider  selection  of  benefits  to  a  larger  number  of  employees 
than  are  the  smallest  firms. 

Well  over  80%  of  the  health  insurance  plans  offered  in  smaU 
firms  carried  an  option  for  dependent  coverage;  however,  fewer 
part-time  employees  were  offered  coverage  and  usually  only  after  a 
vesting  period  with  the  firm.  Yet,  the  majority  of  small  firms  offering 
coverage  paid  100%  of  the  premium  costs,  in  sharp  contrast  to  their 
larger  counterparts. 

No  single  reason  dominates  a  smaU  firm's  decision  not  to  offer 
health  benefits.  The  most  firequently  cited  reasons  for  not  providing 
health  care  coverage  to  all  employees  were:  premium  expense, 
employee  turnover  too  great,  generally  covered  under  a  spouse  or 
parent  policy  (secondary  wage  earners),  firm  insufficiently  profitable, 
and  rj>nnnt  qiialily  firw  a  group  policv.  The  latter  two  received  the 
heaviest  response  rate  in  the  1989  study. 
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Small  Business  in  1989:  Preliminary  Survey  Reaulta 

In  1986,  NFIB  first  identified  the  cost  of  health  insurance  as  the 
number  one  problem  facing  small  business.  When  asked  in  1989 
whether  the  "cost  of  health  insurance  is  a  serious  business  problem," 
66%  strongly  agreed  and  26%  agreed  with  that  statement.  In 
addition,  89%  found  health  insurance  becoming  prohibitively 
expensive,  and  respondents  offering  health  insurance  had  seen 
increases  in  premiums  in  the  past  year. 

Contrast  the  above  to  some  of  the  attitudes  held  by  small 
bxisiness  owners.  First,  71%  believe  that  every  American  has  a  right 
to  basic  health  care,  and  74%  believe  that  Americans  should  receive  a 
minimum  level  of  health  care,  regardles  i  of  their  ability  to  pay.  It  is 
at  this  juncture,  however,  that  small  business  owners  part  company 
with  many  polic3rmakers  in  Congress.  Small  business  owners  do  not 
support  mandated  health  benefits  for  businesses  or  even  those 
directed  at  individual  purchasers.  They  also  do  not  support  raising 
taxes  to  increcise  access  to  health  care  for  low  income  individuals, 
much  less  for  the  38%  of  uninsured  individuals  who  reside  in 
households  earning  $20,000  or  more  a  year.  Since  1978,  a  consistent 
finding  has  been  that  small  business  owners  believe  individiiAla  have 
the  first  responsibility  to  see  that  they  have  health  insurance 
coverage. 
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The  cost  of  health  instirance  is  posing  a  dilemma  for  small  firms. 
Many  believe  that  increasing  costs  are  (or  will)  make  it  difficult  to 
compete,  and  only  a  minority  believe  that  such  costs  can  be  fully 
passed  on  to  the  consumer.  Small  firms  are  also  discovering  that 
employees  prefer  wage  increases  to  benefit  increases.  The  yoimger  or 
more  part  time  the  firm's  workforce,  the  greater  that  preference.  In 
addition,  the  majority  of  small  business  owners  do  not  believe  that 
they  have  lost  good  or  potentially  good  employees  because  of 
inadequate  health  benefits.  These  mixed  signals  coupled  with 
dramatically  incre€U3ing  costs  and  low  business  profitability  (over 
40%  reported  that  they  covUd  gam  more  working  for  SQmwne  else)  do 
not  bear  out  much  hope  for  encouraging  small  firms  who  do  not 
currently  offer  insurance  to  do  so.  Market  pressures  and  employee 
preferences  do  not  appear  to  be  driving  forces  in  the  current  debate. 

Preliminary  analysis  of  the  1989  survey  has  raised  two 
interesting  features  of  the  small  business  health  insurance  market. 
First,  most  small  business  owners  do  not  believe  that  insurers 
aggressively  compete  for  their  business.  Second,  of  those  who  do  not 
offer  coverage,  many  independently  responded  that  they  were  "too 
small**  to  get  coverage.  As  in  the  past,  it  appears  that  small  firms 
remain  the  stepchildren  of  the  insurance  industry.  High  overhead 
and  marketing  costs  make  the  small  business  sector  an  undesirable 
target.  It  is  also  difficult  to  fashion  cost  containment  packages  for 
small  firms  because  of  the  unique  dynamics  of  a  small  company  such 
as  adverse  selection,  employee  turnover,  and  inability  to  self  insure. 
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Any  downturn  in  the  economy  will  also  have  a  significant  impact 
on  the  availability  of  health  insurance  as  a  Iringe  benefit.  Our  data 
strongly  suggest  that  the  offering  and/or  "richness"  of  this  fringe 
benefit  is  directly  related  to  business  profitability. 

Clearly,  the  policy  solution  lies  with  incentives-for  both 
individuals  and  for  smaU  firms  unable  to  afford  coverage.  Sixty-two 
percent  of  small  business  owners  support  the  government  taking  a 
more  direct  role  in  bringing  health  £i2sta  tmder  control.  Incentives 
may  be  the  key  to  unlocking  the  problem  of  prAmiiim  costs,  the 
problem  of  health  care  costs  lies  elsewhere. 

Smflll  FifTPfl  and  Unaffordable  Health  Insurance 

Providing  health  instu-ance  is  much  more  costly  to  small  firms 
than  to  their  larger  counterparts.  By  their  very  nature,  small  firms 
are  labor  intensive  and  employ  many  part-time  employees.  In 
addition,  most  small  business  owners  have  lower  median  incomes 
than  wage  and  salary  earners.  Clearly,  the  fat  has  been  trimmed. 
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Several  external  factors  enter  into  the  equation  in  determining 
insurance  coverage.  First  and  foremost,  small  firms  are  generally 
unable  to  self-insure,  thus  they  are  forced  to  operate  xmder  the 
ruberic  of  costly  state  health  insurance  mandates.  While  discussed 
later  in  this  statement,  state  health  insurance  mandates  drive  up  the 
cost  of  health  insurance  for  firms  that  purchase  in  the  open 
marketplace  and  preclude  the  offering  of  "barebones"  insurance 
poHcies.  The  lack  of  affordable  "barebones catastrophic  insurance 
keeps  both  small  firms  and  individuals  out  of  the  market. 

Second,  according  to  recent  Health  Insurance  Association  of 
America  (HIAA)  estimates  for  1988,  premiums  in  small  firms  run  15 
to  25  percent  higher  than  those  of  large  non-self-insured  firms.  The 
Small  Business  Administration  estimates  that  administrative  costs 
for  small  firms  can  be  as  much  as  40%  higher  than  their  larger 
counterparts. 

Third,  more  than  two-thirds  pay  the  entire  premiimi,  and  a 
whopping  87%  pay  more  than  half.  In  addition,  small  employers  are 
more  generous  than  large  employers  when  family  plans  are  offered. 
According  to  the  SmaU  Bxisiness  Administration,  of  those  firms 
offering  family  health  insurance  plans,  70  percent  of  the  very  smaU 
firms  (1-9)  and  55  percent  of  10-24  employee  firms,  but  only  34-35 
percent  of  larger  firms,  pay  the  entire  premium  for  family  coverage. 
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Fourth,  the  cost/benefit  ratio  for  small  firms  is  also  skewed 
against  small  firms.  Of  each  $100  paid  in  premiums,  small  firms 
derive  only  $75  in  benefits,  whereas  large  firms  receive  $95  (Nezon, 
1987).  The  reasons  for  such  a  differential  in  both  the  benefits  ratio 
and  higher  premium  costs  include:  lack  of  economies  of  scale,  cost  of 
administration,  insurer  fear  of  adverse  risk  selection,  instabiUty  in 
the  firm,  and  the  lack  of  expert  help  in  selecting  insurance  plans. 

Fifth,  HMOs  and  managed  care  S3rstems  are  not  aggressively 
marketed  to  the  small  business  sector  for  many  of  the  reasons 
outlined  above  and  because  small  firms  tend  to  be  very  traditional  in 
their  choice  of  health  care  providers.  Thus  marketing  requires  a 
greater  basic  educational  level.  Compounding  the  problem  is  a 
plethora  of  state  laws  restricting  HMOs. 

The  problem  of  the  start  up,  marginal  and  liigh  risk  occupation" 
firms  are  also  important  factors  in  determining  the  ability  to  obtain 
health  insurance.  Underwriting  practices  routinely  exclude  these 
firms  or  refuse  to  offer  "discount"  group  rates. 

A  Solution;  Cfflt  Cftntpinment,  Development  of  Incentives  and 

Removal  of  Barrieirs 

As  mentioned  previously,  the  system  of  incentives  has  worked. 
This  Committee  should  consider  expanding  the  incentive  approach  in 
the  following  fashion: 
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1.  The  tax  laws  give  a  distinct  advantage  to  the  business  owner 
who  operates  in  the  corporate  form  as  opposed  to  the  business  owner 
who  operates  as  a  sole  proprietor  or  partner.  In  the  corporate  form, 
the  owner's  full  he€dth  insurance  costs,  as  well  as  those  of  his 
employees,  are  deductible  as  business  expenses,  while  for  the 
self-employed,  only  the  health  insurance  costs  attributable  to  the 
employees  are  fully  deductible. 

The  Tax  Reform  Act  of  1986  made  a  move  in  the  right  direction 
by  allowing  25  percent  of  the  cost  of  the  self-employed  business 
owner's  health  insurance  costs  to  be  deductible.  However,  this 
partial,  and  now  targetted  for  extinction,  deduction  denies  the 
self-employed  btisiness  owner  the  incentives  given  to  the  corporate 
business  owner  to  obtain  health  insurance  from  him/her  and  the 
firm's  employees. 

According  to  a  1985  study  by  the  Employment  Benefits  Research 
Institute  (EBRI),  22.4  percent  of  self-employed  business  owners  carry 
no  health  insurance.  These  business  owners  make  up  between  six 
and  sixteen  percent  of  all  uninsured  workers.  Full  deductibility, 
therefore,  would  address  a  significant  portion  of  the  health  insurance 
gap  that  exists  simply  by  equalizing  the  treatment  for  incorporated 
and  unincorporated  businesses. 
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2.  Provide  a  tax  deduction  or  credit  for  individuals  to  purchase 
their  own  health  insurance.  The  credit/deduction  shotdd  be  targetted 
to  low  income  families  with  children.  While  access  to  health  care  has 
developed  into  a  right,  it  is  not  the  obligation  of  the  employer  to 
ensure  that  right.  Rather  individuals,  attached  or  not  attached  to  the 
workforce,  should  be  provided  with  assistance  in  affording  the 
purchase  of  health  insurance.  The  deduction  should  be  limited  to 
premium  assistance  and  be  available  regardless  of  whether  a 
taxpayer  itemizes  or  meets  a  threshold. 

3.  Allow  for  a  partial  refundable  tax  credit  or  payroll  tax  credit 
for  the  cost  of  the  benefit  for  small  employers  who  provide  health 
insurance.  This  type  of  deduction  would  be  targetted  towards  the 
sizable  number  of  small  firms  who  do  not  have  taxable  income  and 
hence  are  \mable  to  take  advantage  of  the  current  deduction. 

In  addition,  a  whole  range  of  other  problems  occurs  with  the 
disincentives  currently  in  place  in  the  law.  Appfindia  1  illustrates 
this  point. 

1.  State  hea^h  ingpirimicft  mflndflit^  Clearly,  the  most 
troublesome  disincentives  is  the  cost  of  health  insurance  and  health 
care.  One  relatively  simple  way  to  lower  health  insurance  costs  is  to 
preempt  state  health  insurance  mandates.  State  mandates  for 
specific  types  of  benefit  coverage  now  number  over  690.  Hiese  state 
mandates  have  seldom  surfaced  as  a  result  of  constituent  demand. 
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but  rather  have  been  initiated  by  well-organized  special  interest 
groups,  including  the  providers  of  services  themselves.  State 
mandates  range  from  coverage  of  wigs  (MN)  to  herbal  medicine  (FL) 
to  in  vitro  fertilization  (proposed-OH)  to  special  diets  for  people  with 
Crohn's  disease  (Mass).  Together,  they  preclude  the  offering  of 
"barebones"  affordable  policies  for  non  self-insured  companies-the 
majority  of  whom  are  small  businesses. 

The  end  result  of  benefit  mandates  has  been  a  remarkable 
growth  in  the  number  of  providers  performing  the  mandated  service 
—  providers  who  suddenly  find  that  payment  for  all  services  is 
available,  indeed  mflndftt^,  by  state  law.  In  Wisconsin,  the  passage 
of  a  mental  health  mandate  resulted  in  a  phenomenal  rate  of  growth 
in  the  number  of  outpatient  mental  health  clinics  -  from  less  than  40 
to  more  than  900  in  ten  years.  A  similar  mandate  is  contained  in  S. 
768. 

In  Maryland,  state  mandated  insurance  benefits  were  estimated 
to  raise  the  combined  average  cost  of  group  and  individual  Blue 
Croes/Blue  Shield  coverage  by  more  than  11%  in  1984;  outpatient 
mental  health  benefits  alone  were  estimated  to  raise  total  plan  costs 
by  more  than  4%.  Current  estimates  tag  that  increase  near  20%. 
Mandates  eliminate  the  cost  control  mechanisms  provided  by 
compcurative  choice  and  increase  the  cost  of  health  services. 
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Benefit  mandates  make  coverage  prohibitively  expensive  due  to 
the  legislative  dictates  of  the  package's  components.  They  take  away 
the  right  of  the  insurance  purchaser  to  select  and  pay  for  coverages 
based  on  the  needs  of  the  workforce  and  the  ability  to  pay.  Buyers 
end  up  spending  scarce  resources  on  benefits  that  they  may  not  want 
or  use,  or  reducing  coverage  for  more  essential  health  services  in 
order  to  accommodate  the  extra  costs  associated  with  mandates.  S. 
768  with  its  "well  baby"  and  "mental  health"  provisions  is  headed 
down  this  costly  path. 

2.  COBRA.  At  a  minimum,  reform  of  COBRA  is  also  necessary. 
Simple  changes,  such  as  requiring  election  of  continued  coverage  two 
weeks  after  termination  of  emplo3n:nent,  increasing  the 
administrative  fee  to  reflect  actual  costs,  changing  of  dependent 
coverage  requirements  to  preserve  the  status  quo  rather  than 
providing  an  independent  right  to  anhanffftH  coverage,  and  quarterly 
advance  payments  would  go  a  long  way  to  helping  relieve  some  of  the 
costly  burdens  COBRA  has  placed  on  small  firms. 

3.  Clfistfi.  All  involved  in  the  health  care  field  bear  some 
responsibility  for  the  escalating  costs,  including  individuals  who  are 
no  longer  purchasers,  but  simply  middlemen  between  the  health  care 
provider  and  the  insurance  carrier.  Active  consumer  participation  is 
necessary  to  control  costs  and  regulate  service  usage.  In  addition, 
the  issue  of  the  burden  of  uncompensated  care  in  non-profit  hospitals 
must  be  balanced  against  the  billions  of  dollars  of  foregone  local, 


145 


state,  and  federal  tax  revenue.  This  forgiven  tax  burden  is  borne  by 
the  rest  of  the  business  community.  In  return  for  such  enormous  tax 
relief,  hospitals  have  willingly  entered  into  social  compact  to  provide 
charity  care  and  that  obligation  should  not  be  assumed  by  the  federal 
government. 

Protocols  and  liability/malpractice  tort  refonns  should  also  be 
examined  as  part  of  the  solution  to  drive  down  the  cost  of  health 
care.  Cost  containment  is  the  cure  for  the  disease  of  limited  access  to 
qucdity  health  care.  With  effective  cost  containment,  the  symptom  of 
the  vininsured  will  be  treated. 

Conciufiion 

There      ways  to  encoiirage  the  axpcmsion  of  health  insurance 
coverage  to  employees  of  small  firms,  other  than  mandating 
coverage.  A  better  alternative  is  to  put  small  business  on  a  footing 
more  equal  with  their  larger  competitors  ~  equalize  the  health 
insurance  premium  deduction  for  the  self-emplo3red  business  owner, 
provide  equal  protection  firom  state  benefit  mandates,  explore  the 
development  of  workable  incentives  to  small  firms— including 
expanded  tax  incentives,  and  remove  government-erected 
disincentives  to  providing  coverage. 
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Much  of  the  problem,  though,  is  structural.  First,  we  have  just 
been  through  a  period  of  record  numbers  of  new  business  startups. 
Those  marginal  firms  coupled  with  firms  that  leave  the  marketplace 
make  up  a  significant  portion  of  the  small  biisiness  conmiunity, 
roughly  20%  at  any  given  time,  who  are  unable  financially  to  provide 
significant  fiinge  benefit  packages  or  unable  to  obtain  coverage 
because  of  their  insufficient  or  nonexistent  experience  rating. 

Second,  the  data  we  have  indicate  small  employers  provide 
health  insurance  benefits  when  they  are  fincmcially  able.  Small  firmi 
are  responding  to  workforce  pressures  to  provide  benefits  comparable 
to  large  corporations.  The  small  firm,  however,  must  be  given  the 
flexibiHty  to  phase  in  those  benefits  as  the  firm  matures,  becomes 
more  profitable,  and  as  the  employees  demand  such  benefits. 

I  would  reiterate  that  small  employers  continue  to  offer  health 
instirance,  but  it  must  be  kept  affordable  in  order  for  small  firms  to 
rft^if^  f^f)<j  fiypand  coverage.  Small  firms  are  one  of  the  true  victims 
of  the  health  care  cost  crisis.  The  paternal  instinct  to  provide  for 
their  employees  is  alive  and  well,  however,  many  small  firms  are 
precluded  firom  acting  on  it  because  of  the  costs  of  health  insurance. 


Attachment 
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Testimony  of  Teresa  Matregrano 

Before:         National  Advisory  Council  on  Social  Security 
Date:  Thursday,  September  27,  1990 

Subject:        Mandated  Health  Insurance,  Small  Business,  and  the  Market  Place 

Good  morning,  my  name  is  Teresa  Matregrano.  I  am  speaking  as  a  small, 
independent  business  person  who  has  owned  and  operated  several  small  businesses 
over  the  last  20  years.  I  currently  own  Blue  Star  Glass,  a  full  service 
comaercial  glazing  house  in  Hudson,  New  Hampshire. 

I  am  here  as  a  small  business  owner  and  member  of  the  National  Federation 
of  Independent  Business  (NFIB).  I  have  been  asked  to  address  the  Council's 
mandate  to  assess  the  national  health  care  crisis  and  how  it  may  be  solved.  At 
the  outset,  I  would  like  to  state  that  requiring  private  enterprise  to  provide 
health  insurance  is  not  the  appropriate  way  to  solve  this  crisis. 

Introdu(?Uon: 

In  an  attempt  to  clarify  our  position,  it  often  becomes  necessary  to  define 
what  we  are  to  better  understand  who  we  are.  In  my  community  alone,  small 
business  represents  hundreds  of  business  establishments  and  thousands  of  jobs. 
My  business  employs  11  people. 
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The  National  Federation  of  Independent  Business  represents  over  540,000 
small  business  owners  throughout  the  United  States.  NFIB  derives  its  policy 
positions  from  the  MANDATE,  a  poll  distributed  to  all  members  on  a  bimonthly 
basis,  and  through  surveys  and  research  conducted  by  the  NFIB  Foundation.  The 
NFIB  Foundation  has  conducted  three  comprehensive  surveys  on  health  benefits. 
This  data  spans  more  than  a  decade  of  immense  growth  in  the  community  and 
dramatic  increases  in  the  cost  of  health  care  and  insurance. 

The  average  NFIB  member  has  less  than  13  employees  and  gross  revenues  of 
less  than  $250,000  per  year  —  or  less  than  $30,000  a  year  as  Income  for  its 
owner.  It  appears  that  the  average  increase  exceeds  the  national  average  of 
approximately  20%  (HIAA,  1989).  In  fact,  since  1986  the  cost  of  health  insurance 
has  been  identified  as  the  single  most  important  problem  faced  by  small  business 
owners.  Small  business  owners  currently  providing  health  insurance  are  faced 
with  higher  premiums  and  the  lack  of  availability  of  alternatives  in  the 
marketplace.  Those  not  providing  coverage  report  that  they  are  unable  to  locate 
an  affordable  policy  or  that  coverage  at  its  current  inflated  price  is  simply 
beyond  the  means  of  the  business.  These  business  owners  and  their  employees  are 
left  bare  in  a  world  where  one  accident  could  bankrupt  the  business  or  the  family 
without  the  insurance  as  a  buffer.  In  spite  of  these  costly  barriers  to 
providing  health  insurauice,  NFIB  members  remain  opposed  to  mandated  benefits. 
It's  the  strongly  held  belief  among  American  small  business  owners  that  mandated 
health  insurance  benefits  will  put  their  business  on  a  cost  rollercoaster  that 
could  bankrupt  their  businesses. 
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Collectively,  small  business  owners  are  eager  to  enter  the  marketplace 
with  our  trade,  service  or  product  and  our  determination  to  build  a  better 
mousetrap.  Often  under  capitalized,  some  of  us  attempted  to  traverse  the  maze 
of  the  SBA  only  to  complete  the  route  unqualified  or  lacking  available  funds. 
Private  lending  institutions  listened  carefully,  offered  encouragement  and  then 
requested  that  ve  come  back  in  a  year  or  two.  Determined  and  independent,  ve 
borrowed  from  family  and  friends,  mortgaged  what  we  had,  and  opened  our  doors, 
in  spite  of  this  lack  of  so  called  professional  help. 

Although  many  fledgling  companies  cannot  offer  the  big  "benefit  packages" 
to  prospective  employees,  their  employees  still  accepted  positions  with  a  look 
to  their  own  futures  and  an  understanding  of  the  inherent  fairness  and  family 
atmosphere  within  these  businesses. 


Blue  Star  Glass'?  Experience; 


I  have  operated  my  current  business  since  1982.  It  took  me  five  years 
before  I  was  fiscally  able  to  purchase  a  health  plan  for  my  employees.  In  1987 
the  cost  of  that  plan  was  $190.00  per  month  per  family;  in  1988  $275.00;  in  1989 
it  was  $376.00.  In  1990  it  jumped  to  $496.00  per  month  per  family.  During  this 
time  period  we  also  felt  the  burden  of  rising  Social  Security  taxes,  unemployment 
insurance  premiums  and  a  host  of  other  payroll  taxes.  Host  dramatic  of  all  the 
increases  was  Worker's  Compensation  insurance.  In  1982  we  paid  $1,900.00  per 
year,  this  year  we  will  pay  almost  $15,000.00  -  a  figure  that  includes  a 
discount  factor  for  'good  behavior'.  Combined,  these  fixed  costs  continue  to 
grow  at  an  equal  or  greater  rate  relative  to  my  company's  sales. 
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In  March  of  1990  ve  went  in  search  of  a  new  health  insurance  carrier,  one 
that  we  might  be  better  able  to  afford.  Because  my  company  has  no  benefit 
administrator,  I  undertook  to  learn  and  analyze  the  various  plans  myself.  Like 
other  small  business  owners,  I  found  the  process  of  selecting  an  affordable  plan 
that  would  protect  my  employees  and  was  affordable  to  be  very  time  consuming  and 
complex.  After  three  months  of  studying  policies  we  were  able  to  cut  cost  by 
15  percent.  However,  the  insurance  company  would  only  write  the  policy  for  SIX 
MONTHS.  In  September  of  this  year,  we  were  forced  to  tell  our  employees  that 
they  would  have  to  pick  up  half  of  the  cost  of  that  insurance  because  of  the 

 X  increase  in  premium  costs.    I  hope  that  the  time  does  not  come  that  the  cost 

of  those  premiums  forces  me  to  drop  coverage  all  together. 

My  story  is  not  unusual.  Small  business  owners  in  New  Hampshire  and 
throughout  the  country  are  facing  big  increases  in  health  insurance  premiums. 
If  health  insurance  was  mandated  at  this  time,  I  would  have  no  other  option  but 
to  lay  people  off  or  to  close  my  doors.  Mandated  benefits  raises  several 
concerns  including  the  impact  on  job  creation,  business  expansion,  and  the 
curtailment  of  small  business  start  up. 

The  independent  business  person  is  inherently  dictated  to  by  his/her  own 
ethics  to  be  fair.  Ve  understand  the  value  of  our  own  hard  work  and,  for  the 
most  part,  are  more  thaui  willing  to  reward  that  same  ethic  in  our  employees. 
That  ethic  is  the  backbone  of  a  kinder,  gentler  America,  but  is  surely  one  that 
should  not  and  cannot  be  mandated. 
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SUBMITTED 
STATEMENT  OF 
GERRY  HARKINS 


Before : 


The  National  Advisory  Council  on  Social  Security 


Subject : 


Mandated  Health  Insurance 


Date: 


January  31,  1991  in  Atlanta,  Georgia 


Good  evening,  my  name  is  Gerry  Harkins.  I  am  the  owner  of 
Southern  Pan  Services  Company  (Conley,  Georgia)  and  a  member  of 
the  Guardian  Advisory  Council  of  the  National  Federation  of 
Independent  Business  (NFIB).  My  company  is  the  employer  of  150  to 
500  people  in  commercial  construction  in  Georgia  and  Florida.  Our 
work  force  is  comprised  of  a  core  of  permanent  employees,  numbering 
approximately  100,  and  a  larger  number  of  temporary  employees 
typically  hired  for  a  specific  project  lasting  6  to  12  months.  The 
core  of  permanent  employees  is  comprised  of  50  key  management 
employees  and  50  rank  and  file  employees.  Labor  comprises  70%  of 
our  cost  of  doing  business.  Our  1990  taxable  income  w^s  near 
$500,000. 

Management  employees  are  given  fully  paid  health  insurance  as 
a  benefit,  which  is  essential  for  attracting  and  keeping  good 
managers.  The  cost  of  this  benefit  has  grown  at  a  rate  of  40%'per 
year  over  the  last  two  years  and  averages  $100  per  week/$400  per 
month.  If  there  are  any  ascertainable  health  risks,  coverage  is 
unobtainable.  In  the  past,  the  insurance  carrier  has  refused  to 
cover  certain  employees  because  of  their  health  conditions  or  have 
imposed  a  twelve  month  pre-existing  condition  exemption  before 
covering  them.  In  that  case,  I  have  purchased  individual  policies, 
at  a  higher  cost  for  fewer  benefits,  in  order  to  ensure  that  they 
have  health  insurance.  There  is  not  much  an  employer  can  do  in 
such  a  case  —  a  good  employee  who  later  gets  sick  is  still  a  good 
employee.  We  have  decided  to  continue  to  provide  him  or  her  with 
insurance,  even  though  its  at  the  risk  of  higher  premiums  for  our 
other  employees. 

We  presently  offer  health  insurance  to  our  rank  and  file 
employees,  but  we  cannot  afford  to  subsidize  the  premiums. 
Premiums  are  approximately  $40  per  week/$160  per  month  for  single 
coverage  and  approximately  $55  per  week/$220  per  month  for  family 
coverage,  if  the  employee  and  his  dependents  are  healthy.  These 
premiums  are  slightly  less  than  those  of  the  management  employees 
because  of  the  bad  experience  rating,  due  to  several  illnesses,  of 
the  management  group.  Because  our  insurance  group  is  made  up  of 
healthy  and  unhealthy  individuals,  the  premiums  are  too  high  for 
most  of  these  employees  to  pay  and  many  do  not  elect  coverage. 
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The  large  group  of  temporary  employees  are  also  offered 
insurance  after  they  have  been  employed  for  90  days,  but  again 
neither  they  nor  we  can  afford  to  pay  the  premiums.  This  group  is 
paid  an  average  wage  of  $7.50  per  hour.  In  order  to  afford  that 
coverage  these  employees  would  essentially  have  to  forego  $1.37 
per  hour,  which  is  much  too  high  to  be  an  incentive  to  purchase  the 
insurance. 

Health  insurance  is  now  our  third  largest  payroll  related 
expenditure,  behind  workers'  compensation  and  general  liability 
insurance.  At  its  present  rate  of  increase,  health  insurance  may 
soon  move  into  second  place  behind  workers  compensation. 

Health  care  costs  are  increasing  at  a  rate  that  is  far  greater 
than  the  growth  in  our  economy.  Costs  are  becoming  prohibitive  and 
will  become  worse  as  we  move  deeper  into  a  recession.  In  the 
highly  competitive  construction  industry  where  companies  are 
chasing  fewer  and  fewer  projects,  we  are  not  able  to  pass  these 
increased  costs  to  our  customers.  Thus  we  must  absorb  them,  ask 
the  employee  to  pay,  or  cease  operations.  The  need  for  increased 
availability  of  health  insurance  and  af f ordability  of  health  care 
is  great.  Our  employees  are  our  greatest  resource  and  their  health 
is  a  concern  that  we  share  with  them.  Unfortunately,  we  would  not 
be  able  to  employ  them  if  we  added  the  cost  of  health  insurance  to 
their  wage  base.  What  can  be  done  to  solve  this  "Catch  22 
situation"? 

There  are  some  senators  and  congressmen  in  Washington  who 
advocate  mandated  health  insurance  to  require  the  employer  to 
provide  health  insurance  for  all  his  employees.  Presently  for 
every  dollar  of  gross  payroll  we  pay  another  $0.20  in  mandated 
payroll  costs.  These  mandated  costs  are  comprised  of  matching 
FICA,  state  and  federal  unemployment  insurance,  and  workers' 
compensation  insurance.    These  are  also  rising  at  an  alarming  rate. 

Let  me  illustrate  the  effect  of  proposed  mandate  on  my 
business.  Assuming,  as  mandated  health  insurance  proponents  do, 
that  the  mandated  coverage  would  cost  only  $1,250  pec  year  for  a 
single  coverage  and  $2,500  per  year  for  family  coverage,  my  annual 
cost  would  be  increased  by  more  than  $500,000.  This  represents  the 
company's  entire  taxable  income.  without  a  profit,  I  have  no 
incentive  to  take  the  risk  of  doing  business  nor  any  capital  with 
which  to  do  it.  I  fear  that  this  scenario  would  be  played  out  in 
thousands  of  small  businesses  throughout  the  nation,  causing 
millions  to  be  unemployed,  and  deepening  the  recession. 

In  1989,  the  Georgia  legislature  created  a  29  -  member 
commission  to  study  health  care  problems  and  to  recommend 
solutions.  The  results  of  this  effort  have  recently  been  published 
and  I  hope  that  they  have  been  or  will  be  presented  to  this 
Council.  Their  recommendations  include  broad  based  funding  of  a 
high  risk  pool  to  cover  those  who  cannot  obtain  health  insurance 
coverage  in  the  private  market,  the  implementation  of  which  should 
significantly  reduce  the  cost  to  other  group  members.    Group  health 
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insurance  was  initially  designed  to  reduce  the  overall  cost  of 
health  insurance  to  its  members  by  spreading  health  risks  over  a 
large  group,  now  it  can  result  in  increased  costs  for  all  members 
of  a  group  that  contains  one  or  more  employees  or  dependents  who 
have,  over  their  term  of  employment,  developed  a  health  problem. 

Another  recommendation  would  encourage  insurers  to  offer  a 
basic,  "bare  bones"  or  "essential  care"  (free  from  costly  state 
heath  insurance  mandates  and  special  medical  care  provisions)  that 
would  cover  basic  medical  treatment  with  reasonable  deductible  and 
co-insurance.  Based  upon  my  experience,  to  encourage  participation 
this  policy  would  have  to  be  no  more  that  $0.50  per  hour  for  single 
coverage  and  $1.00  per  hour  for  family  coverage.  To  further  help 
encourage  employer  subsidies,  small  employers  should  be  offered  tax 
credits  in  the  amount  of  their  contribution  on  behalf  of  the 
employee  to  either  the  premium,  the  deductible  or  the  co-insurance 
payments . 

The  commission  also  recommended  that  laws  be  changed  to  make 
Preferred  Provider  Organizations  more  competitive  and  to  allow 
insurers  to  establish  exclusive  provider  organizations.  I  believe 
that  Health  Maintenance  Organizations  should  also  be  encouraged  to 
expand  their  markets,  and  to  expand  into  the  small  business 
marketplace  with  essential  care  policies  —  something  federally 
qualified  HMOs  would  be  unable  to  do. 

As  an  employer  in  a  labor  intensive  industry,  I  am  being 
crushed  between  the  need  for  and  the  availability  of  affordable 
health  care.  There  can  be  no  quick  fix,  only  a  slow  cure  brought 
about  by  careful  study  followed  by  patient  and  resolute  action. 
I  urge  you  to  pursue  that  slow  cure  approach  and  reject  the  simple, 
quick  fix  mandate  approach.  Mandates  will  devastate  my  industry 
because  they  would  drive  up  personnel  cost  by  imposing  a  tax  on 
employment.  I  know  my  company's  future  would  be  put  in  jeopardy 
with  a  mandate  as  would  many  other  small  businesses  here  in  Georgia 
and  nationwide. 


Thank  you  for  the  opportunity  to  be  heard. 
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Testimony  of  Rod  Starkey 
Pacific  Messenger  Service 
San  Diego,  California 

BEFORE:      National  Advisory  Council  on  Social  Security 
Field  Hearing,  San  Diego 

DATE:  February  14,  1991 

Good  morning.  My  name  is  Rod  Starkey.  I  am  the  President  of 
Pacific  Messenger  Service.  Pacific  Messenger  Service  is  a  family- 
owned  and  operated  business  founded  in  1910.  We  are  a  parcel 
delivery  service  operating  throughout  the  southern  California 
region.  We  employ  65  full-time  workers.  We  provide  health 
coverage  through  two  HMO's  located  in  San  Diego  and  Anaheim. 

About  four  years  ago.  Pacific  Messenger  Service  switched  from 
a  PPG  traditional  insurance  plan  to  an  HMO  plan  because  of  the  high 
costs  of  the  PPO  plan.  Until  just  a  few  years  ago.  Pacific 
Messenger  Service  offered  and  paid  100%  of  the  cost  of  health 
insurance  for  the  employee's  personal  coverage.  The  employee  was 
responsible  for  the  cost  of  dependent  and  spousal  coverage. 
Because  of  premium  increases  averaging  20  to  25%  each  year,  we  have 
revised  our  policy  and  now  will  pay  the  first  $100.00  in  premium 
costs  for  the  employee's  coverage.     All  employees  are  eligible  to 
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participate,  some  elect  not  to  take  coverage  either  because  of  the 
premium  sharing  or  because  they  are  covered  under  another  plan 
through  a  spouse  or  parent. 

My  current  premiums  are  as  follows: 


San  Diego  office 


Anaheim  office 


$119.78  per  employee 
$239.36  for  spousal  coverage 

$347.36  with  two  or  more  dependents 


$108.84  per  employee 
$217.68  employee  and 
spouse 

$308.24  two  or  more 
dependents 


In  1990,  Pacific  Messenger  Service  paid  $53,534.00  for  health 
insurance  coverage  with  the  balance  of  insurance  premiums  paid  by 
our  employees.  I  fully  expect  costs  yo  my  employees  to  increase 
again  this  year  by  another  20  to  25%,  for  reasons  unknown  to  me. 
I  suspect  that  the  charges  levied  upon  insurers  and  HMOs  by  MedCal 
are  partially  to  blame. 


Like  so  many  other  NFIB  small  business  owners,  the  number  one 
expense  Pacific  Messenger  Service  faces  is  the  cost  of  insurance. 
We  operate  a  labor  intensive  service  business  which  makes  fringe 
benefit  costs  very  expensive.  Last  year  over  $500,000  was  spent 
on  insurance  costs  —  health,  liability,  workers  compensation,  and 
miscellaneous    insurance    like    vehicle    coverage.        This  amount 
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continues  to  climb  and  climb  and  climb  each  and  every  year. 
Insurance  costs  eat  away  over  8%  of  our  gross  revenues.  To  give 
you  another  example,  today  Pacific  Messenger  Service  spends  $17.62 
for  every  $100.00  in  salary  for  workers  compensation  for  a  total 
of  $140,000  last  year. 

with  these  skyrocketing  costs,  particularly  costs  like  health 
insurance  that  are  discretionary  costs,  it  is  becoming  harder  and 
harder  to  compete  against  the  huge,  national  parcel  service 
companies.  I  cannot  raise  my  rates  20  to  25%  each  year  to  cover 
the  health  insurance  increases.  If  I  did,  I  would  lose  my 
customers  to  the  big  companies  and  eventually  go  out  of  business. 
In  fact,  in  California  today  Pacific  Messenger  Service  is  one  of 
the  only  mid-sized  parcel  service  companies  still  left.  The  market 
is  now  dominated  by  the  big,  national  companies  and  the  very  small 
mom-and-pop  four  truck  companies  where  ten  years  ago  there  were 
hundreds  of  firms  of  all  sizes.  The  mid-sized  firms  have  simply 
been  squeezed  out  of  existence. 

I  strongly  oppose  mandating  health  insurance  provision  by 
employers.  Imposing  that  kind  of  cost  upon  us  would  reduce  the 
market  to  just  the  national  companies  —  they  would  be  the  only 
ones  able  to  afford  that  type  of  an  enormous  burden.  The  rest  of 
us  would  either  go  out  of  business,  lay-off  employees,  or  become 
an  independent  contractor  operation  in  order  to  avoid  the  costly 
impact  such  a  mandate  would  have. 
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I  believe  that  the  solution  lies  with  reducing  the  cost  of 
insurance  and  the  cost  of  health  care.  Something  must  be  done  to 
stop  these  huge  yearly  increases.  Pacific  Messenger  Service 
cannot  continue  to  compete  with  our  costs  rising  so  rapidly  and  our 
employees  may  not  be  able  to,  or  want  to,  continue  to  shoulder  the 
increased  premium  costs.  Frankly,  I  suspect  that  many  of  my 
workers  —  particularly  those  who  are  young  and  healthy  —  would 
prefer  to  have  money  in  their  pockets  rather  than  health  insurance. 

I  urge  you  to  look  for  the  solution  that  lowers  these  costs 
and  keeps  mid-sized  and  smaller  businesses  in  business. 

Thank  you  for  the  opportunity  to  testify  before  you  today. 


44-136  -  91  -  6 
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Testimony  of  Eddie  L.  Mills 


Before : 


National  Advisory  Council  on  Social  Security 


Date: 


Wednesday,  March  21,  1991 


Place: 


Sunshine  Center:     St.  Petersburg,  Florida 


Subject: 


Mandated  Health  Insurance  in  Workplace  and  its 
Effects  on  Small  Business 


My  name  is  Eddie  Mills.     I  am  President  and  Senior  Partner 
of  Mills-Anderson  Opticians,  Inc.    We  own  and  operate  three 
retail  optical  outlets  in  St.  Petersburg  and  the  vicinity. 
Currently,  we  have  6  employees. 

I  am  here  today  representing  myself  as  a  small  independent 
business  owner.     But  I  am  also  speaking  for  the  thousands  of 
small  and  independent  business  owners  throughout  our  nation  who 
are  facing  a  crisis  in  providing  employee  health  insurance. 

Wherever  I  travel  —  Washington,  Atlanta,  Dallas, 
Tallahassee  —  I  hear  the  same  message:     employee  health 
insurance  costs  are  rising  at  an  inflationary  rate.     In  my  own 
company,  the  increase  averaged  25%  per  year  from  1980  to  1990. 
In  two  of  those  years  the  increase  was  40%. 
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I  do  not  support  mandated  health  insurance.     A  mandated 
health  insurance  program  can  only  lead  to  further  premium 
increases,  and  ultimately,  to  bankruptcy  for  many  small  business 
firms.     The  nation's  economy,  already  in  a  tailspin,  will  be 
adversely  affected.    Not  long  ago  the  small  business  community 
accounted  for  85%  of  non-personal  tax  revenue.     Today,  it  is 
below  65%  and  declining  at  an  alarming  rate.     Small  wonder  that 
federal  deficit  can  not  be  reduced.     Mandated  benefits  will  only 
further  harm  the  small  business  community. 

What  then  is  the  solution  to  this  national  problem?    Let  me 
suggest  to  you  some  possibilities  and  request  that  you  also 
consider  others  that  would  create  competition  in  the  insurance 
and  medical  services  market  places. 

1)  Professional  liability  premiums  are  so  high  they  are 
forcing  many  health  care  providers  to  increase  annually  their 
fees  for  service.     We  need  to  search  for  ways  to  reduce  this 
spiraling  cost.     One  method  would  be  to  limit  the  non-economic 
damages  in  malpractice  lawsuits  and  to  allow  those  damages  to  be 
offset  by  insurance  payments.    Another  would  be  to  limit  the  time 
a  plaintiff  has  to  file  for  recovery,  resulting  in  reduced 
attorneys  fees.     Still  another  is  to  encourage  and  strengthen  the 
arbitration  process  and  possibly  to  make  it  binding. 
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6)  Focus  upon  af f ordability .     For  example,  we  currently  pay 
matching  FICA  taxes  on  salaries  up  to  53,400  dollars.     We  often 
hear  the  phrase  "The  rich  get  richer  and  the  poor  get  poorer". 
No  further  proof  of  this  is  needed  than  a  quick  look  at  the  FICA 
formula  and  its  payment  schedules.     But  is  also  hurts  the  low  and 
middle  income  small  business  owners  through  the  matching  tax.  i 
suggest  to  you  a  formula  whereby  FICA  taxes  would  be  lowered  to 
6%  on  40,000  dollars,  then  exempt  the  next  60,000  dollars,  and 
then  be  taxed  on  all  wages  above  100,000  dollars.     This  would 
allow  many  small  business  owners  to  retain  enough  profit  to 
afford  an  equitable  health  insurance  plan  for  their  employees. 

7)  Ensure  that  very  small  businesses  can  purchase  health 
insurance  at  truly  group  rates.  There  is  no  reason  that  small 
businesses  should  be  rated  and  priced  differently  from  their 
larger  counterparts. 

It  will  be  a  gross  injustice  to  the  small  business 
community,  and  to  the  Nation's  economy,  to  enact  any 
comprehensive  changes  like  national  health  insurance  or  mandates 
without  considering  the  financial  impact  on  small  employers  and 
without  searching  long  and  hard  for  affordable  alternatives. 

I  appreciate  your  indulgence,  and  I  hope  you  will  give  these 
recommendations  serious  consideration. 

I  thank  you  for  this  opportunity  to  appear  before  you  today. 
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BY:  Donald  F.  Summers,  Austin  Welder  and  Generator 

Service 

BEFORE:      House  Ways  and  Means  Subcommittee  on  Health 

DATE:  Thursday,  May  2,  1991 

SUBJECT:     Health  Care  Costs  and  Lack  of  Access 


My  name  is  Don  Summers.     Thank  you  very  much  for  the 
honor  and  privilege  of  speaking  to  you  today.     I  have  come 
to  speak  to  you  on  behalf  of  my  business,  my  family  and  the 
500,000  other  members  of  the  National  Federation  of 
Independent  Business  regarding  the  health  insurance  crisis. 
The  health  care  crisis  influences  the  continuing  operation 
of  all  small,  family-owned  businesses. 

Our  company,  Austin  Welder  and  Generator  Service,  in 
Austin,  Texas,  was  started  in  1978  by  myself  and  my  oldest 
son.     In  December  of  1978,  we  were  joined  by  my  second  son. 
Our  company  specializes  in  the  maintenance  and  repair  of 
electric  welding  equipment  and  power  generating  systems  such 
as  emergency  back  up  generators  at  hospitals  and  large 
office  buildings. 

We  currently  have  nine  full-time  employees,  including 
family  members.    We  have  no  part-time  employees. 

When  we  started  the  company  in  1978,  our  gross  income 
was  $16,500.     In  1990,  our  gross  income  had  increased  to 
$610,000,  and  our  payroll  was  approximately  $210,000.  Our 
year  end  net  profit  was  1.54%  or  approximately  $9,400. 

Since  first  opening  our  business,  we  have  felt  a  very 
strong  moral  as  well  as  business  obligation  to  provide 
quality  health  insurance  for  our  employees.    We  began 
providing  that  benefit  in  about  1980,  offering  health 
insurance  for  employees  and  their  families.     The  cost  of 
this  insurance  was  paid  entirely  by  my  company. 

Between  1980  and  1990,  my  business  had  four  different 
health  insurance  plans.    Under  each  one,  costs  became  so 
prohibitive  that  I  was  forced  to  search  for  a  less  expensive 
plan  that  still  provided  good  coverage. 

In  1990  we  had  to  make  an  extremely  difficult  decision. 
In  May  of  that  year,  the  cost  of  our  health  insurance  had 
increased  to  the  point  that  it  exceeded  our  monthly  profit 
after  all  other  expenses  had  been  paid.     Despite  the 
increases,  our  company  continued  to  provide  coverage  but 
with  a  higher  deductible.     Even  by  increasing  that 
deductible  from  $300  to  $600,  we  still  found  the  cost  of  the 
policy  too  prohibitive  for  our  company  and  for  our 
employees . 

During  that  time,  our  accountant  and  I  spent  a  great 
amount  of  time  searching  for  more  affordable  coverage. 
Personally,  I  have  trouble  enough  keeping  up  with  the 
advances  and  changes  in  our  own  industry.    None  of  us  in  our 
company  has  the  time  to  become  an  expert  on  health 
insurance.     So  we  must  depend  on  the  integrity  of  an  agent 
or  other  insurance  industry  representative  to  help  us  make 
the  right  choice. 

In  addition  to  pursuing  higher  deductible  plans,  we 
looked  at  other  standard  plans  and  HMOs  as  possible  ways  to 
reduce  the  cost  of  health  insurance  to  our  company. 
However,  our  carrier  had  explained  that  for  companies  in  our 
size  group,  costs  were  escalating. 
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Finally,   frustrated  and  saddened,  we  had  no  choice  but 
to  cancel  our  coverage  and  announce  to  our  employees  that  as 
of  September  1,  1990,  they  would  have  no  health  insurance. 
That  was,  without  doubt,  the  most  painful  announcement  that 
I  have  ever  had  to  make.     To  the  best  of  my  knowledge,  none 
of  our  employees  has  since  acquired  health  insurance  on 
their  own. 

In  a  small  business,  a  good  health  insurance  plan  not 
only  reduces  the  strain  and  worry  on  the  part  of  the 
employee.     It  also  allows  us,  the  employer,  to  hire  better 
trained,  more  professional  employees.     It  upsets  me  not  to 
be  able  to  afford  to  provide  coverage  to  my  employees. 

I  believe  that  state  health  care  mandates  are  a  major 
contributing  factor  to  the  increased  cost  of  coverage.  In 
Texas,  no  basic  health  plan  exists  that  will  allow  an 
employer  to  purchase  a  basic  health  care  package.     By  ''basic 
health  care,"  I  mean  a  policy  that  might  not  cover  minor 
illnesses  like  a  cold  or  sore  throat,  or  other  non-life 
threatening  illnesses,  but  one  that  would  gain  access  to 
doctor  or  hospital  care  for  the  more  serious  illnesses. 

A  federal  mandate  requiring  small  businesses  to  provide 
health  insurance  would,  without  any  doubt,  lead  to  the 
reduction  in  size  or  closure  of  many  businesses.     I  am 
convinced  that  even  if  the  rates  for  mandated  plans  were  low 
at  the  onset,  they  would  soon  increase  to  the  point  of  being 
too  expensive  because  of  medical  cost  inflation. 

The  small  business  is  the  heart  and  soul  of  America. 
Many  of  us,  as  owner/operators  of  small  businesses,  are  in 
"face  to  face"  contact  with  all  of  our  employees  every  day, 
and  are  therefore  intimately  aware  of  family  health 
problems.     It  deeply  troubles  me  to  hear  of  someone  needing 
health  care  and  not  getting  it  because  it  is  too  expensive. 

Please,  gentlemen,  help  me,  other  business  owners  and 
our  employees  find  basic  health  insurance  packages  that  are 
affordable . 

Before  I  close  I  would  like  to  submit  for  the  record 
five  other  statements  by  small  businesses  owners  from  around 
the  country.     I  was  struck  by  how  similar  our  problems  are  - 
-  we  are  all  caught  in  a  conflict  between  our  values  and  the 
prohibitive  cost  of  health  insurance. 

Thank  you  very  much  for  today's  opportunity  to  tell  you 
my  story. 
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STATEMENT  SUMMARY 
Donald  F.  Summers,  Austin  Welder  and  Generator  Service 
April  9,  1991 

My  name  is  Donald  F.  Summers,  owner  of  Austin  Welder  and 
Generator  Service  in  Austin,  Texas.     I  started  my  company  with 
.  my  son  in  1978.    We  currently  have  nine  full-time  employees, 
including  my  second  son. 

By  1980,  our  company  was  able  to  provide  health  insurance 
for  our  employees,  paying  100%  of  the  premium.    We  did  so 
because  we  felt  we  had  a  moral  obligation  to  provide  quality 
health  insurance  for  our  employees. 

Over  a  period  of  ten  years,  we  were  forced  to  change  plans 
four  times  because  the  rates  became  prohibitively  expensive. 

In  1990,  we  had  to  make  an  extremely  difficult  choice.  The 
cost  of  our  health  insurance  had  increased  to  the  point  where  it 
exceeded  our  monthly  profit  after  all  other  expenses  were  paid. 

None  of  us  in  our  company  are  health  insurance  experts. 
Shopping  for  quality  packages  is  difficult  and  time-consuming. 
However,  in  order  to  try  to  find  a  solution,  our  accountant  and 
I  searched  for  other  options,  including  looking  at  other  types 
of  standard  plans,  plans  with  higher  deductibles  and  HMOs  in 
order  to  keep  costs  down. 

Finally,  we  were  forced  to  cancel  our  health  insurance  for 
our  employees.     It  was  the  most  painful  announcement  that  I  have 
ever  had  to  make. 

State  mandates  are  a  contributing  factor  to  the  increased 
cost  of  coverage.     In  Texas,  no  basic  plan  exists  that  would 
allow  an  employer  to  purchase  a  basic  health  care  package  —  one 
that  might  not  cover  minor  illnesses  but  would  provide  coverage 
for  more  serious  illnesses. 

A  federal  mandate  would,  without  any  doubt,  lead  to  the 
reduction  in  size  or  closure  of  many  businesses.    Even  if  prices 
were  low  at  the  onset,  medical  cost  inflation  would  send  prices 
skyrocketing  in  a  short  time. 

Small  businesses  are  the  heart  and  soul  of  America.  Small 
employers  know  their  employees  "face  to  face"  and  want  them  to 
have  health  care  coverage. 

Please,  gentlemen,  help  me,  other  business  owners  and  our 
employees  find  basic  health  insurance  packages  that  are 
affordable . 


Thank  you  for  this  opportunity  to  tell  you  my  story. 
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PREPARED  STATEMENT  OF  SALVATORE  A.  RISALVATO,  RIVERDALE  SUNOCO, 
RIVERDALE,  NJ;  BEFORE  THE  SENATE  COMMITTEE  ON  LABOR  AND  HUMAN 
RESOURCES  (JUNE  11,  1991) 

}■ 

Good  morning  Senator  Kennedy  and  members  of  this 
distinguished  Committee.     I  would  like  to  thank  Senators 
Hatch  and  Ke^nnedy  for  extending  an  invitation  to  appear 
before  you  so  that  I  may  explain  the  position  of  the  small 
business  community  on  the  topic  of  mandated  health  care. 

I  would  like  to  start  by  saying  that  I  am  a  small 
business  owner  and  that  I  employ  10  people.     I  have  been  in 
business  for  over  16  years,  and  have  never  been  employed  by 
anyone  other  than  myself.     For  the  past  14  years,  I  have 
been  in  the  auto  repair  and  gasoline  business. 

Since  1980,  I  have  been  a  proud  and  active  member  of 
the  National  Federation  of  Independent  Business  (NFIB).  I 
am  here  this  morning  to  speak  on  behalf  of  the  500,000 
members  that  belong  to  NFIB  and  who  voice  their  opinion 
through  the  NFIB  MANDATE  ballot.     I  am  also  an  active  member 
of  the  New  Jersey  Gasoline  Retailers  Association,  and  serve 
as  Vice-President  of  the  Riverdale  Business  Association  in 
my  community.     I  was  elected  in  1986  as  a  delegate  to  the 
White  House  Conference  on  Small  Business  from  my  home  state 
of  New  Jersey.     In  short,  I  am  a  staunch  supporter  of  the 
free  enterprise  system,  and  a  true  believer  that  small 
business  is  the  foundation  that  this  country  is  built  on. 

Obviously,  our  nation  is  facing  some  pretty  tough 
decisions  regarding  the  availability  of  health  insurance.  I 
applaud  you.  Nr.  Chairman,  for  recognizing  this  critical 
issue  and  commend  you  in  your  efforts  to  get  a  national 
discussion  started. 

To  say  that  "the  problem  with  our  health  care  system  is 
that  not  enough  Americans  are  covered  by  health  insurance" 
is  incorrect.    The  fact  that  so  many  Americans  do  not  have 
insurance  is  not  the  problem.  It  is  the  result.     The  problem 
lies  in  the  outrageous  cost  of  health  care  and  the  reasons 
for  that  outriigeous  cost.     I  ask  that  you  take  a  careful 
look  at  the  reasons  health  care  services  cost  so  much  and  to 
come  up  with  a  solution  to  reform  the  cost  side  of  the 
system  before  you  break  the  backs  of  the  driving  force  of 
our  nation's  economy,  the  small  business  person. 

I,  myself,  have  provided  health  coverage  for  my  full- 
time  employees  for  the  past  ten  years.    When  I  first  started 
to  provide  coverage,  it  was  expensive  but  affordable.     I  was 
so  happy  and  proud  that  I  was  providing  benefits  for  my 
employees  to  protect  them  and  their  families.     I  remember 
wishing  at  the  time  that  I  could  have  done  it  sooner,  but 
was  still  glowing  that  I  finally  had.     I  continued  with  the 
same  carrier  for  the  first  five  years,  absorbing  a  few 
costly  premium  increases,  but  the  sting  was  always 
unexpected,  especially  since  other  costs  of  doing  business 
were  not  rising  as  fast. 
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The  next  five  years  were  not  so  good.     I  have  replaced 
insurance  carriers  three  times  in  the  past  five  years.  Each 
time,  on  the  anniversary  of  the  policy,   I  received  a  notice 
that  the  rate  for  the  upcoming  year  would  be  40%  higher  than 
the  previous  year.     Of  course,  rate  hikes  like  that  are 
simply  not  affordable,  so  I  was  forced  to  search  for  a  new 
carrier  each  year,  always  cutting  benefits,  raising 
deductibles,  and  trimming  the  "frills"  in  order  to  make  the 
premium  more  affordable.     Some  insurance  carriers  don't  even 
have  the  patience  to  wait  a  full  year,  and  will  only 
guarantee  their  rates  for  six  months.     Each  year  for  the 
past  three  years,  I  have  had  to  carefully  decide  whether  or 
not  to  change  the  percentage  of  our  contribution  toward 
health  care  or  to  even  provide  it  at  all.     The  obscene  cost 
of  continuing  our  policy  of  100%  contribution  has  been 
extremely  difficult  to  maintain.     One  member  of  my  local 
business  community  who  employs  65  people  has  told  me  that  he 
had  the  same  health  insurance  carrier  for  15  years  before  he 
too  changed  carriers  three  times  in  the  past  five  years.  He 
even  had  to  hire  a  consultant  to  work  through  the  different 
terms,   conditions,  and  costs  for  each  carrier  so  as  to 
understand  and  properly  select  a  new  policy.     The  costs  now 
have  gotten  so  out  of  hand  and  unpredictable  that  he  plans 
to  pass  any  increases  in  premiums  onto  his  employees.  This 
situation  is  not  uncommon. 

While  my  business  struggled  to  maintain  it's  policy, 
other  small  businesses  were  unable  to  afford  health 
insurance  at  all.     If  reforms  were  started  in  motion  to 
reduce  the  cost  of  health  care  then  the  cost  of  health 
insurance  will  also  be  reduced.     Should  the  cost  of  health 
insurance  be  reduced,  then  certainly  it  will  be  more 
affordable  to  small  businesses  to  provide  it  for  their 
employees  if,  of  course,  they  choose  to  do  so.     Also,  if  the 
cost  of  health  care  coverage  were  reduced  to  affordable 
levels,  then  more  individuals  would  be  able  to  purchase  it 
for  themselves.     Of  course,  this  is  where  the  true 
responsibility  lies  —  with  the  individual. 

Without  exploring  ways  to  dramatically  cut  the  cost  of 
health  care,  there  will  be  no  solution. 

How  can  we  start  to  cut  the  cost  of  health  care?  We 
can  start  by  making  a  determination  when  we  receive  our 
hospital  bill  or  a  bill  from  a  doctor,  how  much  of  the  bill 
is  a  medical  bill  and  how  much  is  a  legal  bill.  The 
ridiculous  cost  of  medical  malpractice  insurance  has  two 
effects.     First,  it  directly  adds  to  the  overhead  of  the 
doctor  or  hospital,  and  second,   it  creates  an  environment 
that  encourages  doctors  to  practice  defensive  medicine. 
Defensive  medicine  may  include  many  extra  tests  and 
procedures  to  prevent  a  doctor  or  hospital  from  an 
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appearance  of  negligence.     The  absence  of  the  appearance  of 
negligence  is  needed  to  keep  the  sharks  that  we  all  know  as 
attorneys  from  convincing  gullible  juries  that  their  clients 
should  become  instant  millionaires.     I  wonder  if  this  is 
highly  motivated  by  the  monstrous  fees  generated  from  the 
settlement. 

The  second  way  of  reducing  costs  is  to  promote 
consumerism  in  our  health  care  and  consumerism  in  health 
insurance.     Since  patients  are  really  customers,  they  should 
be  encouraged  to  behave  like  customers  and  shop  like 
customers.     In  order  to  shop  like  customers,  they  need  to 
know  and  understand  the  products  and  services  that  they 
receive  from  their  doctors.     This  Committee  should  learn 
from  consumer  and  medical  experts  just  how  this  can  be 
accomplished. 

Last  year  my  nephew  was  bitten  by  a  squirrel.  Nothing 
serious,  it  was  an  accident,  the  squirrel  didn't  mean  any 
harm,  he  was  only  trying  to  steal  a  cookie  that  was  in  my 
nephew's  hand  and  happened  to  catch  a  finger.     A  minor  cut 
was  the  result.  My  brother,  being  a  cautious  parent  and 
concerned  about  rabies,  took  my  nephew  to  a  nearby  doctor. 
The  doctor  spent  less  than  3  minutes  examining  the  finger, 
told  my  brother  to  put  a  bandaid  on  it,  and  billed  him 
$50.00.     That  calculates  out  to  $1000.00  per  hourl     That  is 
not  uncommon.     Most  people  never  ask  the  doctor  how  much  his 
fees  are,  they  just  pay  it. 

Recently  my  sister-in-law,  who  is  five  months  pregnant, 
was  asked  by  her  doctor  to  take  a  urine  culture.  Twice 
previously  she  was  pregnant,  and  was  treated  by  the  same 
doctor  without  being  asked  to  take  a  urine  culture.  Was 
this  necessary?    Or  was  this  an  example  of  profit  taking? 
The  doctor  charged  an  additional  $45.00  for  the  urine 
culture.     The  bill  was  submitted  to  the  insurance  carrier, 
so  who  cares?    Right?    A  further  check  with  another  doctor 
found  that  his  fee  for  the  same  urine  culture  was  $15.00. 
It  all  makes  you  wonder  what  kind  of  excesses  in  costs 
really  exist  in  the  medical  industry. 

Consumerism  in  health  insurance  is  just  as  needed  and 
just  as  difficult  to  understand.     Reforms  should  include  a 
means  to  simplify  and  explain  the  differences  between 
insurance  policies.     Consultants  should  not  have  to  be  hired 
to  figure  out  the  best  policy  for  either  an  employer  or  an 
individual.     Insurance  companies  market  their  products  in 
such  a  confusing  manner  that  it  is  difficult  to  compare 
apples  with  apples  and  oranges  with  oranges.    We  need  to 
give  the  consumer  a  clear,  simple,  precise,  plan  of  options. 
Don't  give  the  consumer  a  policy  that  will  nickel  and  dime 
you  out  of  the  hospital.     There  should  be  a  commission  set 
up  to  declare  as  many  as  10  different  plans,  and  each  of 
those  plans  should  be  labeled  plan  A  through  J,  and  every 
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insurance  company  should  be  required  to  have  the  same  frills 
for  a  plan  A  as  all  other  insurance  companies,  and  the  same 
frills  for  a  plan  B  as  all  other  insurance  companies,  etc., 
etc.     Then  apples  truly  could  be  compared  with  apples,  and 
oranges  with  oranges. 

One  other  way  to  promote  consumerism  is  to  have 
individuals  share  more  in  the  cost  of  health  care,  with 
higher  deductibles  and  cost  participation  in  any  plan  that 
an  employer  may  provide,   individuals  will  be  more  concerned 
about  holding  down  costs.     As  a  society  we  tend  to  be  more 
mindful  and  prudent  when  we  are  paying  the  bills,  and  not 
very  respectful  when  someone  else  is  paying  the  bill.  The 
free  enterprise  system  will  prevail  here  if  given  a  chance. 

The  third  avenue  to  explore  cost  cutting  measures  would 
be  to  review  the  health  care  requirements  that  each  of  the 
states  impose  on  insurance  companies  that  operate  within 
their  states.     There  are  many  non-emergency,  non-critical 
expenses  that  insurance  companies  are  required  to  cover  if 
they  offer  health  care  coverage.     Some  simple  examples  are 
herbal  medicine,  in-vitro  fertilization,  and  drug  and 
alcohol  therapy.     There  are  many  others,  too  many  to  list. 
Individuals  and  small  business  should  have  the  option  of 
choosing  coverage  in  these  areas  in  exchange  for  lower  rates 
overall . 

A  fourth  remedy  for  cost  increases  is  the  reduction  of 
fraud  in  the  medical  system,  particularly  in  Medicaid  and 
Medicare.     We  have  all  seen  the  T.V.  documentaries  and  news 
specials  that  reveal  dishonest  clinics,  doctors,  pharmacies, 
and  pharmacists.     As  in  any  other  business,  there  exists  in 
the  world  of  medicine  those  sleazy  individuals  who  will 
choose  to  take  advantage  of  the  system.     Experts  should 
decide  those  sections  of  the  system  that  are  most  abused, 
and  suggest  reforms  that  will  work.     Clinics,  doctors  and 
even  patients  that  are  caught  abusing  any  insurance  program, 
whether  it  be  a  private  plan  or  a  Medicare/Medicaid  plan, 
should  be  severely  punished. 

The  solution  for  our  national  dilemma  is  to  allow  the 
free  enterprise  system  to  function.     Leave  business  alone  - 
-  stop  mandating  and  regulating.     Provide  us  with 
incentives,  not  punishments,  and  we  will  get  the  job  done  as 
we  always  get  the  job  done.     For  two  centuries  businesses, 
large  and  small,  have  met  their  responsibilities  and  have 
inspired  this  great  nation  to  grow. 

The  thing  that  bogs  down  growth  and  prosperity  is 
government  interference.     The  government  has  failed  at 
having  any  prolonged  success  with  any  social  welfare 
program,  with  the  possible  exception  of  Social  Security,  and 
it  has  been  a  hard  fought  battle  to  keep  that  solvent.  The 
welfare  system,   food  stamps,  Medicare,  and  Medicaid  have  all 
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been  rendered  a  failure.     All  of  these  programs  started  out 
with  good  intentions,  but  all  have  been  so  ravaged  with 
inadequacies  and  abuses,  that  they  are  now  an  economic 
albatross  to  our  nation.     I  shudder  to  think  of  the  federal 
government  in  the  health  insurance  business. 

I  also  shudder  to  think  of  the  same  government  telling 
me  how  to  run  my  business.     I  put  the  key  in  the  door  every 
morning.     I  decide  how  much  inventory  our  cash  flow  allows. 
I  decide  who  should  work  what  hours  and  for  how  much.  I 
decide  when  a  tool  or  piece  of  equipment  is  a  good 
investment.     I  sign  the  check  that  pays  the  mortgage  and  the 
electric  bill.     Rest  assured,  Mr.  Chairman,  that  the  bank 
will  call  me  if  I  cannot  make  my  mortgage  payment,  and  not 
the  United  States  Senate.     Therefore,  Mr.  Chairman,  I  should 
also  decide  what  benefits  and  insurance  I  will  or  will  not 
purchase . 

If  you  continue  to  burden  the  small  business  community 
with  more  mandates  and  costs,  you  reduce  the  chances  for  our 
survival  in  an  already  fragile  business  environment.  If 
small  business  is  not  able  to  survive,  then  both 
unemployment  and  inflation  will  rise,  resulting  in  less 
revenue  for  the  federal  government  and  larger  deficits  than 
we  presently  have. 

Small  business  will  be  happy  to  participate  in  finding 
solutions  to  this  problem,  but  please  keep  in  mind  that 
small  businesses  did  not  cause  this  problem  and  small 
businesses  should  not  be  the  ones  that  have  to  pay  for  it. 


Thank  you  very  much  for  allowing  me  to  speak,  and  I 
will  be  happy  to  respond  to  any  questions  that  you  may  have. 
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NFIB 


National  Federaoon  of 
Independent  Business 

June  13,  1991 


Honorable  Edward  M.  Kennedy 
Chai  rman 

Senate  Committee  on  Labor 

and  Human  Resources 
SD-428  Dirksen  Senate  Office  Bldg. 
Washington,   DC  20510-6300 

Dear  Mr.  Chairman: 

On  behalf  of  the  500,000  small  business  owner/worker 
members  of  the  National  Federation  of  Independent  Business, 
I  respectfully  request  that  this  letter  be  submitted  into 
the  hearing  record  of  June  11. 

As  this  Committee  is  well  aware,  the  number  one  problem 
facing  small  businesses  is  the  rising  cost  of  health  care 
and  insurance.     It  is  costs,  not  coldheartedness ,  which 
limit  the  access  small  business  owners,  their  families  and 
employees  have  to  insurance. 

To  help  alleviate  this  problem  for  small  businesses, 
individuals  and  the  economy  in  general,  NFIB  has  developed  a 
detailed  "Access  for  Small  Business  Strategy"     which  ha? 
been  shared  with  this  and  other  committees.     This  strategy 
takes  direct  aim  at  the  root  of  our  nation's  health  care 
problems  —  medical  inflation.     Only  through  cost 
containment  can  we  truly  help  those  victimized  by  the 
present  system  —  the  individual,  the  low  income  family  and 
the  small  business.     Only  by  focusing  upon  af f ordabi 1 i ty 
will  expanded  access  be  achieved. 

The  introduction  last  week  of  legislation  to  mandate 
health  insurance  and  raise  payroll  taxes  is  vehemently 
opposed  by  small  business  owners  nationwide.     When  polled 
through  the  MANDATE  ballot,  over  96%  opposed  increasing 
payroll  taxes  to  pay  for  the  uninsured  and  over  90%  oppose 
mandated  health  insurance. 

I  would  add  one  further  reason  for  opposition  to  the 
"pay  or  play"  proposal.     It  moves  implementation  of  much 
needed  help  into  the  future.     Small  business  owners  and 
individuals  need  help  today.     Many  of  the  proposals  outlined 
in  NFIB's  "Access"  plan  are  points  of  consensus  achieved 
across  a  broad  range  of  views  and  interests.     Some  are 
contained  in  the  -new  Leadership  proposal,  many  are  cited  by 
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members  of  this  Committee,  all  could  be  enacted  if  the 
baggage  of  mandates,  taxes  or  national  health  insurance  were 
dropped.     These  points  of  consensus  tackle  the  engine 
driving  the  problem  of  the  uninsured  or  so-called 
underinsured  —  rising  costs.     Until  care  and  insurance  are 
affordable,  access  will  always  to  diminished  or  nonexistent. 

Thank  you  for  the  opportunity  to  restate  the  NFIB 
position  on  health  care  reform  and  mandated  benefits.  As 
always,  my  staff  and  I  are  willing  to  discuss  NFIB's  plans 
for  reform  in  detail  with  you  and  any  other  committee 
member. 


Sincerely, 


John  J.  Motley  III 
Vice  President 

Federal  Governmental  Relations 
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"Regarding  current  health  care  and  medical  insurance, 
something  must  be  done  to  ensure  the  availability  and  the 
af f ordability  for  those  In  thjs  country.     For  many,  health 
care  and  mt-dical  insurance  costs  are  beyond  reach.     The  small 
company  under  five  employees  have  a  very  difficult  if  not  an 
impossible  time  obtaining  insurance." 


James  Jackson 
President 

Desert  Contractor's  Association 
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PREPARED  STATEMENT  OF  CLARK  C.  HAVIGHURST 


Mr.  Chairinan,  I  an  Clark  C.  Havighurat.     I  teach  and  %n:ite 
In  th«  field  of  health  care  law  and  policy  at  the  DiiJce  University 
School  of  Law.    Much  of  my  scholarship  has  been  directed  to 
discovering  the  reasons  why  the  market  for  health  services  does 
not  automatically  allocate  resources  efficiently,  as  other 
markets  generally  do.    Understanding  why  the  market  is  performing 
badly  may  suggest  policy  moves  that  would  improve  the  market's 
functioning,  thus  providing  a  policy  alternative  to  the  more 
sweeping  reforms  that  are  currently  being  proposed  but  that  are 
politically  difficult  to  accomplish  and  may  fail  to  satisfy  the 
American  people.    I  continue  to  believe  that,  with  correct 
incentives  and  public  subsidies  in  place,  with  better  information 
available,  and  with  artificial  constraints  on  consumer  options 
lifted,  the  market  for  health  care  and  health  insurance  could  do 
a  tolerable  job  of  translating  consumer  preferences  into 
efficient  spending  decisions  by  health  care  providers. 

This  hearing  is  concerned  with  the  linkage  between  the  high 
cost  of  state-of-the-art  medical  care  and  the  accessibility  of 
health  services  to  all  Americans.    There  ia  no  question  that  the 
high  cost  of  standard  medical  care  greatly  limits  our  ability  to 
provide  publicly  for  those  citizens  whose  economic  circumstances 
do  not  permit  them  to  provide  for  themselves.    Moreover,  many 
Americans  who  could  afford  to  purchase  basic  health  coverage  have 
been  priced  out  of  the  market  by  the  unavailability  of  low-cost 
options,  thus  adding  to  the  number  of  uninsured  Americans  for 
whom  some  provision  must  be  made.    This  committee  has  wisely 
noted  the  crucial  connection  between  cost  and  access,  and  I 
welcome  the  chance  to  discuss  this  subject  with  you* 

The  focus  of  ay  testimony  is  the  current  state  of  the  law 
affecting  the  purchasing  of  health  care.    My  thesis  is  that  the 
health  care  industry  is  currently  subject  to  a  seldom-recognized 
kind  of  overregulation  that  forecloses  the  offering  and 
implementation  of  low-cost  health  care  options  that  would 
otherwise  be  available  to  both  public  and  private  purchasers.  If 
low-cost  health  plans  were  available,  many  citizens  who  are 
currently  uninsured  could,  with  appropriate  subsidies  provided 
throuah  the  tax  laws,  provide  adequately  for  themselves.  In 
addition,  governments  —  federal,  state,  and  local  —  could  more 
readily  discharge  their  responsibility  to  the  remainder  of  the 
uninsured  population  at  a  reasonable  cost  to  taxpayerst  There 
are  good  reasons  to  identify  and  remove  regulatory  barriers  to 
responsible  edonomizing  in  the  purchasing  of  health  services. 


The  kind  of  overregulation  to  which  I  especially  wish  to 
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call  th*  coinnitt««'9  attention  is  not  tha  same  regulation  that 
many  other  commentators  have  blamed  for  the  high  coet  of  health 
coverage.     I  do  not  disagree,  however,  with  these  commentators' 
view  that  state  laws  prescribing  the  content  of  private  health 
insurance  policies  —  so-called  mandated-benefit  laws  —  are  a 
serious  problem.     Ironically,  large  employers  can  escape  tha 
impact  of  these  laws  by  self-insuring       because  of  the  federal 
preemption  provisions  in  the  Employee  Retirement  Income  Security 
Act  (EKISA) .    such  laws  therefore  raise  the  cost  of  coverage  only 
for  small  businesses  that  do  not  have  the  option  of  self- 
insurance.    It  is  precisely  these  employers  that  have  failed  in 
large  numbers  to  extend  coverage  to  their  workers,  adding  to  the 
large  number  of  uninsured  Americans,     state  insurance  mandates 
are  indeed  a  form  of  regulation  that  contributes  to  higher  costs 
and  reduced  access. 

Although  I  would  support  federal  preemption  of  state 
legislation  raising  the  cost  of  health  insurance  for  small 
employers,  I  wish  to  direct  my  remarks  today  to  a  different  and 
less  widely  appreciated  kind  of  regulation,  which  also  precludes 
responsible  economizing  not  only  by  health  care  consumers  and 
their  agents  but  also  by  public  programs  for  financing  health 
care.    The  overregulation  that  concerns  me  is  not  statutory. 
Instead  it  is  imposed  by  courts  and  the  legal  system  through 
malpractice  litigation  and  through  lawsuits  against  third-party 
payers  over  coverage  issues.    By  prescribing  unrealistic  legal 
duties  for  health  care  providers  and  unrealistic  payment 
responsibilities  for  public  and  private  health  plans  and  by 
simultaneously  threatening  not  to  give  effect  to  terms  in  private 
contracts  specifying  alternative  obligations,  courts  have  blocked 
some  of  the  most  promising  avenues  to  economizing  in  the 
purchasing  of  health  services.    I  wish  to  discuss  this 
overregulation  of  American  health  care  through  the  judicial 
system  in  these  brief  remarks.    Although  the  problem  of 
"defensive  medicine"  practiced  under  the  compulsion  of  the  law  of 
medical  malpractice  has  been  widely  noted  and  is  part  of  the 
phenomenon  I  will  discuss,  the  larger  problem  of  judicial 
overregulation  has  rarely  been  identified  with  the  clarity  it 
deserves.    In  ny  view,  the  legal  system  is  mindlessly  forcing 
Americans  to  purchase  either  coverage  entitling  them  to  first- 
class  state-of-the-art  medical  care  or  no  coverage  at  all.  To 
most  of  us,  this  Is  a  Hobson's  choice;  to  too  many  others,  it 
means  going  bare  in  a  potentially  cruel  world. 

*      *  ★ 


since  the  late  19708,  public  policy  in  the  Ohited  States  has 
placed  increasing  reliance  on  encouraging  independent  initiatives 
to  contain  health  care  costs.    During  the  19808,  costs  in  the 
private  sector  were  treated  almost  exclusively  as  a  private 
responsibility,  while  the  states  and  the  federal  government 
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concentrated  on  controlling  the  costs  of  their  own  programs. 
Under  this  policy «  both  private  and  public  health  plans  made 
significant  progress  in  developing  techniques  for  prudent,  price- 
conscious  purchasing  and  utilization  management. 

Despite  the  emergence  of  many  new  economizing  techniques  in 
recent  years,  however,  a  combination  of  circumstances  and  legal 
rules  still  inhibits  public  and  private  attempts  to  achieve 
efficiency  in  the  use  of  resources  for  health  care  purposes.  One 
crucial  problem  to  which  I  wish  to  call  the  committee's 
particular  attention  is  the  limited  utility  of  private  contracts 
as  instruments  for  specifying  standards  and  rules  to  govern 
particular  relationships  between  consumers,  payers,  and  health 
care  providers.     Vital  terms  of  these  relationships  are  still 
prescribed,  not  by  the  parties  themselves,  but  by  the  courts, 
borrowing  standards  wherever  necessary  from  the  medical 
profession.     In  litigation  Initiated  by  patients  either  against 
providers  for  malpractice  or  against  payers  to  compel  coverage 
for  particular  services,  the  legal  system  regularly  gives 
professional  norms  and  standards  —  even  ill-defined  and  poorly 
conceived  ones  —  virtually  the  same  mandatory  effect  as  public 
regulations.     Because  the  law  effectively  precludes  health  care 
consumers  from  choosing  to  have  their  care  governed  by  other 
standards,  it  effectively  denies  them  many  opportunities  for 
responsible  economizing. 

Normally,  of  course,  private  contracts  are  the  vehicles  by 
which  purchasers  specify  in  advance  the  precise  characteristics 
of  the  goods  or  services  they  are  purchasing.    As  things  now 
stand  in  the  health  care  sector,  however,  consumers  and  their 
agents  are  unable  as  a  praotical  matter  to  authorize  providers  to 
omit,  and  payers  not  to  pay  for,  services  that  are  of  doubtful  or 
only  slight  value  —  if  those  services  are  seemingly  mandated  by 
professional  standards.    Most  lawyers  would  predict  that 
contracts  varying  the  standard  of  care  applicable  to  providers 
(or  letting  health  plans  off  the  hook  for  care  that  seems 
responsibly  prescribed)  would  face  rough  going  in  the  courts.  To 
be  sure,  the  problems  that  purchasers  encounter  are  not  only 
legal  ones,  because  a  different  criterion  to  govern  provider  and 
payer  obligations  would  be  extremely  difficult  to  define  and 
apply  in  any  event.    Nevertheless,  any  effort  to  customize  the 
standard  of  care  to  suit  the  parties'  preferences  and  pocketbooks 
would  also  encounter  serious  legal  obstacles.  Specifically, 
there  would  be  a  significant  risk  of  liability  for  every  patient 
injury  that  a  jury  attributed  to  a  physician's  failure  to  render, 
or  a  payer's  refusal  to  cover,  care  called  for  under  professional 
norms . 

The  professional  norms  and  standards  that  generally  bind 
physicians  and  payers  in  the  current  legal  environment  are 
unsatisfactory  from  virtually  every  point  of  view.    Because  they 
are  hopelessly  vague  and  general,  they  induce  physicians  to 


175 


practice  "defensive  medicine,"  which  may  entail  expenditures  far 
beyond  what  the  law  would  actually  reqpaire.    Payers  may  feel 
themselves  bound  to  respect  physician  judgments  even  when 
significant  questions  might  be  raised.    Even  when  they  are 
relatively  clear,  professional  standards  may  not  be  efficient  or 
suitable  for  all  purchasers  under  all  conditions.    Having  emerged 
in  a  market  distorted  by  third-party  financing,  the  standards  of 
customary  medical  practice  do  not  adequately  reflect  marginal 
trade-offs  between  benefits  and  costs.    Moreover,  professional 
standard-settina  organizations  havs  no  incentive,  nor  are  they 
likely  voluntarily,  to  set  economizing  standards.    Because  cost 
considerations  are  not  weighed  very  heavily  in  medical  decision 
making  at  any  level,  Americans  consume  more  medical  services  of 
doubtful  value  than  they  would  buy  if  they  had  good  information 
and  unrestricted  opportunities  to  economize. 

Problems  similar  to  those  encountered  by  private  purchasers 
are  also  encountered  by  public  programs,  which  can  anticipate 
being  required  by  courts  to  cover  everything  that  does  not 
clearly  fall  outside  the  liberally  construed  boundaries  of 
accepted  medical  practice.    In  addition,  providers  have  a 
powerful  claim  to  have  everything  that  they  might  be  required  to 
do  under  malpractice  law  covered  by  the  program  whose 
beneficiaries  they  are  treating.    Finally,  political  pressures 
may  make  government  reluctant  to  give  its  beneficiaries  any  less 
coverage  than  is  the  norm  in  the  private  sector. 

In  short,  the  legal  climate  is  quite  inhospitable  to 
economizing  that  departs  in  any  way  from  standards  developed  or 
sspousad  by  physicians  having  no  regard  for  the  costs  to  be 
incurred. 

New  Ways  of  Soecifvinq  Patient  Entitlements 

Mr.  Chairman,  it  should  be  possible  for  private  and  public 
health  plans  to  avoid  having  the  rights  of  patients  and  the 
obligations  of  health  care  providers  and  payers  specified,  in  the 
last  analysis,  by  the  courts.    In  my  view,  explicit  language 
articulating  alternative  entitlements  and  obligations  could  be 
incorporated  in  private  contracts  and  in  the  terma  of  public 
programs.    Although  there  would  be  questions  concerning  the 
enforceability  of  contracts  that  seemed  to  derogate  from 
patients'  common  law  tort  rights  or  to  deny  needy  patients  the 
benefit  of  state-of-the-art  medical  care,  these  problems  could,  I 
think,  be  overcome  by  major  efforts  to  ensure  that  the 
economizing  undertaken  is  rational  and  is  explained  to,  and  is 
ultimately  in  the  interest  of,  the  consumers  affected.  Private 
purchasers  have  far  to  go,  however,  in  discovering  effective  ways 
to  specify  precisely  what  they  do  and  do  not  want  to  purchase 
from  health  care  providers  on  a  prepaid  basis.    Public  programs 
too  have  only  begun  to  explore  ways  of  defining  limited  benefit 
packages.    The  State  of  Oregon,  however,  is  making  a  notable 
effort  to  discover  bow  to  limit  what  it  will  pay  for  in  order 
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that  it  can  provide  at  least  ad«q[uata  benefits  to  a  larger  number 
of  beneficiaries  than  the  state  could  afford  to  cover  under  a 
traditional  plan  bound  by  professional  norms  and  standards. 

In  my  view,  the  legal  rights  and  remedies  of  patients  who 
are  injured  by  medical  malpractice  should  be  subject  to  advance 
modification  by  the  express  terms  of  a  private  contract.  For 
example,  a  private  contract  limiting  plan  subscribers'  tort 
damages  or  other  rights  (in  the  same  way  that  some  states  have 
limited  such  rights  by  legislation)  should  be  enforceable  as 
written  vml«»ft«  «nmft  r.lfinr  overreaching  ha«  occurred.    The  legal 
system  currently  governing  medical  malpractice  is  very  costly  to 
administer,  distorts  medical  practice  in  costly  ways,  and  does 
not  optimally  serve  the  interests  of  all  consumers.    Just  as  the 
medical  profession  should  not  be  the  final  arbiter  of  the 
standards  of  medical  carei  the  legal  system's  prescriptions  of 
patients'  legal  rights  should  yield  to  consumer  choice, 
reasonably  exercised.    Public  programs  should  also  be  in  a 
position  to  confer  legal  protections  on  providers  treating 
program  beneficiaries  according  to  program  rules.    Among  the 
acceptable  alternative  arrangements  for  compensating  patient 
injuries  should  be  mechanisms  that  eliminate  the  fault  element 
and  pay  for  certain  injuries  automatically,  thus  reducing  legal 
costs  and  making  funds  go  further  in  compensating  injured 
persons. 

Public  policy  could  facilitate  well-considered  contractual 
and  statutory  modifications  of  particular  consuner/provider/payer 
relationships  in  several  ways.    Major  public  and  private  efforts 
are  already  being  made  to  supply  decision  makers  at  all  levels 
with  better  infozmation  on  medical  effectiveness  and  with 
validated  practice  guidelines.     Depending  upon  the  form  that 
practice  guidelines  take  and  whether  reliable  alternative 
(competing)  guidelines  are  available,  consumers  and  taxpayers 
(and  their  agents)  may  soon  have  available  to  them,  for  the  first 
time,  a  practical  means  of  choosing  and  speoifying  in  advance  the 
precise  services  that  they  do  and  do  not  wish  to  purchase  fron 
providers  on  a  prepaid  basis.    Government  or  private 
certification  of  guidelines  that  meet  minimum  standards  for 
objectivity,  scientific  grounding,  and  disclosure  of  the 
judgments  made  in  creating  then  could  supply  essential 
reassurance  and  valuable  protection  for  consumer  and  beneficiary 
interests.    Courts  should  then  be  willing  to  enforce  limits  in 
public  and  private  plans  that  result  from  incorporating  such 
guidelines  by  reference.    Publicly  supported  and  other 
noncommercial  efforts  to  design  and  validate  these  and  other 
innovative  ways  of  specifying  patient  entitlements  would  greatly 
Improve  the  chances  that  courts  would  ac)cnowledge  their 
legitimacy  and  allow  economizing  to  proceed. 

Although  one  can  certainly  visualise  many  diffiflultie*  that 
must  be  overcome  before  health  care  choices  can  be  effectively 
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decantrallzed  and  judicial  ragulation  can  be  circuaventad,  Z 
b«liava  that  privata  contracts  and  reforms  in  individual  public 
programs  can  ultimately  structure  health  plans  that  economize 
sensitively  with  patients'  essential  needs  and  physicians' 
sensibilities  in  view.    Whereas  many  current  economizing  efforts 
merely  shift  costs  to  insured  patients  or  exclude  certain 
services  categorically,  practice  guidelines  incorporated  in 
health  care  plans  could  make  such  plans  much  more  selective  in 
the  many  grey  areas  of  medical  practice.    Once  guidelines  are 
developed  with  appropriate  care  and  in  appropriate  detail,  they 
could  implement  a  relatively  consistent  plan  policy  toward  risk 
and  cost  across  the  entire  range  of  beneficiaries'  medical  needs. 
They  could  thus  provide  not  only  we 11 -conceived  specific 
standards  but  also  reference  points  for  interpolating  standards 
to  govern  in  situations  that  were  not  anticipated,  contracts 
could  also  spell  out  a  process  by  which  either  guidelines  or 
other,  more  general  standards  (e.g.,  the  standard  of  "medical 
necessity")  would  be  applied  by  utilization  managers  in 
cooperation  with  physicians  in  particular  cases.  Well-designed 
procedures  would  go  far  toward  legitimizing  economizing  decisions 
affecting  the  treatment  of  individual  patients.    I  predict  that 
the  experiment  in  specifying  basic  Medicaid  benefits  that  is 
currently  under  way  in  Oregon  will  finally  succeed  only  after 
guidelines  are  available  to  permit  more  sensitive  and  selective 
exclusions  from  coverage  and  only  after  more  attention  is  given 
to  how  such  exclusions  will  be  administered. 

The  suggestion  that  all  future  medical  exiaencies  could  be 
anticipated  and  provided  for  in  practice  guidelines  incorporated 
in  binding  patient  contracts  or  in  entitlements  under  public 
programs  will  strike  some  people  as  unrealistic.    But  real-world 
relationships  should  be  amenable  to  explicit  restructuring  with 
new,  administrable  mechanisms  for  coping  with  cost  issues. 
Contracts  of  the  kind  known  in  law  and  economics  as  "relational 
contracts,"  instead  of  rigidly  defining  and  anticipating  every 
detail  of  the  parties'  future  relationship,  supply  a  basic 
structure  that  can  accommodate  unpredictable  events  and 
facilitate  adaptations  that  further  the  parties'  mutual  long-term 
purposes.    Private  efforts  must  be  made,  with  government  support, 
to  design  contractual  relationships  of  this  character  in 
recognition  that  medical  progress  and  other  exigencies  can  never 
be  fully  anticipated  by  contractual  language.    It  should  also  be 
possible  to  redesign  public  programs  to  foster  cooperation  rather 
than  confrontation. 

What  CQngrtgg  Mlffht  ^  ^  ^  i  w..  ^ 

Now,  Mr.  Chairman,  I  want  to  address  what  Congress  might  do 
to  expand  the  practical  and  legal  limits  of  private  contract  as  a 
vehicle  for  reforming  American  health  care.    In  this  connection, 
I  want  to  call  the  committee's  attention  to  a  ma Iprect ice  reform 
bill  recently  introduced  by  Senator  Domenici.    That  bill  (S. 
1232)  is  most  noteworthy  for  attempting  to  force  all  malpractice 
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litigation  out  of  the  courts  and  into  altdrnative  forums  of 
disputs  resolution.    Although  coercive  in  this  reapect  and  in  the 
limits  it  imposes  on  collectable  damages,  the  Domenici  bill  is  in 
every  other  respect  an  explicit  invitation  to  private  contractual 
reforms  of  patient  rights  and  providers'  obligations.  Among 
other  things,  it  allows  the  parties  to  choose  in  advance  (from  a 
list  of  federally  certified  services)  the  dispute  resolution 
service  that  will  handle  any  future  claims.    Moreover,  instead  of 
prescribing  the  procedures  that  must  be  followed  in  resolving  a 
dispute,  it  allows  a  service  and  the  parties  to  agree  to  whatever 
procedures  they  wish,  including  procedures  especially  designed  to 
resolve  the  particular  dispute.    Such  freedom  of  choice  ensures 
that  there  will  be  innovation  and  competition  in  providing  high- 
quality  dispute  resolution  at  reasonable  cost. 

Even  more  significantly,  the  Domenici  bill  expressly 
contemplates  that  private  health  care  plans  might  adopt  a 
standard  of  care  different  from  the  one  prescribed  in  state  law; 
it  would  also  allow  plans  to  specify  contractually  the 
qualifications  of  expert  witnesses  who  may  testify  concerning  an 
alleoed  breach  of  the  applicable  standard.    By  writing  an 
explicit  standard  of  care  into  their  contract,  the  parties  could 
avoid  being  bound  by  the  law's  vague  and  inefficient  standard. 
They  might  also  incorporate  specific  practice  guidelines  into  the 
contract  as  the  agreed-upon  specification  of  the  obligations  of 
the  payer  and  the  participating  providers  and  of  patient 
entitlements.    If  practice  guidelines  eventually  become  usable  in 
this  manner,  the  parties  will  no  longer  be  forced  by  their 
inability  to  define  a  workable  alternative  standard  of  ceure  to 
rely  on  the  vague  and  inefficient  standards  that  the  legal  systea 
and  the  medical  profession  have  together  supplied  to  govern  their 
relationship.    Responsible  economizing,  acutely  sensitive  to 
difficult  benefit/cost  trade-offs,  will  finally  be  possible. 

The  Domenici  bill  also  expressly  contemplates  that  the 
parties  to  a  particular  health  plan  might  choose,  by  contract,  to 
substitute  a  no-fault  compensation  arrangement  for  traditional 
tort  remedies  for  untoward  events.    Because  the  fault  standard  is 
so  costly  to  administer  (at  least  60%  of  the  money  paid  in  as 
liability  insurance  premiums  goes  to  lawyers  and  insurers  rather 
than  to  injured  patientsl),  a  compensation  system  that  omits  the 
determination  of  fault  in  every  case  could  be  much  more 
satisfactory  for  patients  and  could  actually  strengthen 
providers*  incentives  to  maintain  the  quality  of  care  (in  order 
to  minimize  the  incidence  of  compensable  injuries) .    These  goals 
are  fostered  in  the  bill  by  a  requirement  that  the  Secretary  of 
HHS  certify  that  any  no-fault  plan  that  is  implemented  meet 
certain  baseline  standards. 

Enactment  of  the  Domenici  bill  (or  similar  legislation 
inviting  contractual  reforms  while  also  ensuring  that  the 
economizing  measures  introduced  will  be  responsible  ones)  would 
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go  far  toward  legitimizing  private  initiatives  that  court*  are 
now  too  inclined  to  view  with  auspicion.    As  the  private  coctor 
gains  experience  with  luch  refontiB,  public  programs  will  be  able 
to  enulste  private  choices  in  the  grey  areas  of  medical  practice. 
Although  it  night  be  thought  necessary  to  enact  legislation 
expressly  immunizing  physicians  who  comply  with  contractually 
specif iad  standards  or  practice  guidelines,  I  would  prefer  to  put 
the  burden  on  those  developing  innovative  plans  to  do  so  in  ways 
that  persuade  courts  that  consumer  interests  were  adequately 
consulted  and  protected* 

Mr.  Chairman,  let  me  offer  a  final  suqgestion  that  some  of 
the  committee  members  might  find  constructive.    I  believe  that 
there  is  a  need  to  educate  the  public  concerning  the  legitimacy 
and  appropriateness  of  aggressive  economizing  in  the  purchasing 
of  health  care.     In  my  view,  what  is  needed  is  a  highly  visible 
public  body  —  I  have  in  mind  a  presidential  commission 
comparable  to  the  commission  on  ethical  issues  in  medicine  that 
was  appointed  by  President  carter  and  served  until  1983  —  that 
would  undertake  a  series  of  functions.    Let  me  list  the  tasks 
that  I  would  set  for  this  commission  (with  some  effort  and  poetic 
license,  I  have  contrived  to  make  them  rhyme) : 

— publicize  and  educate 

— operationalize  and  facilitate 

— legitimize  and  validate 

(1)  ** Publicize  and  educate."    Here  i  have  in  mind 
publicizing  specific  opportunities  to  economize  in  the  purchasing 
of  health  care  and  educating  the  public  to  seek  value  for  their 
dollars.    There  is  a  great  deal  to  be  done  and  a  great  need  to  go 
beyond  merely  educating  physicians  and  health  plan  executives. 
Ultimately,  it  will  be  necessary  to  reach  the  workers  themselves 
and  those  who  directly  represent  their  interests.    The  goal 
should  be  not  so  much  to  help  individuals  choose  for  themselves 
as  to  help  them  appreciate  the  need  for  choices,  to  influence 
those  who  choose  on  their  behalf,  and  to  understand  and  accept 
economizing  choices  once  they  are  made. 

(2)  "Operationalize  and  facilitate."    It  ia  not  enough  to 
show  the  theoretical  potential  for  economizing.    There  is  also  a 
need  for  tools  that  can  be  used  in  making  and  implementing 
economiziag  choices.    Among  these  tools,  I  would  include  practice 
guidelines.    There  should  be,  not  just  one  alternative,  but  a 
number  of  options  from  which  consumers  and  taxpayers  (and  their 
agents)  can  seleot  the  style  of  care  that  beat  fits  the 
circumstances.    The  commission  should  also  identify  statutory  and 
other  legal  barriers  to  responsible  economizing. 

(3)  "Legitimise  and  validate."    The  commisaion  should 
strive  to  ensure  that  economizing  strategies  ara  not  frustrated 
by  courts  seeking  only  to  avert  possible  hardships  to  individual 
plaintiffs.    This  could  be  done  by  clearly  establishing  and 
demonstrating  the  legitimacy  of  economizing  choices  that  might  be 
embodied  in  contracts  or  other  plan  specifications.    If  courts 
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see  the  logic  of  the  limits  imposed  and  the  conscientiousness 
with  which  they  were  designed,  they  are  likely  to  give  them  due 
effect  in  litigation.     It  is  essential  that  courts  see  an 
insuror's  attempt  to  enforce  an  economizing  measure  not  ae  unfair 
discrimination  against  an  individual  patient  but  as  the 
implementation  of  one  of  many  difficult  but  generally  consistent 
choices.     Courts  should  see  that  rewriting  a  bargain,  instead  of 
doing  justice,  upssts  a  delicate  balance  and  imposes  unwarranted 
costs  on  all  consumers  of  health  care. 

The  presidential  commission  I  propose  should  see  its  mission 
only  as  making  the  world  safe  for  economizing  in  health  care,  not 
as  setting  limits  on  economizing  efforts  or  as  forcing  anyone  to 
accept  economizing  measures  they  do  not  want.    Thus,  there  is  a 
fourth  function  (which,  fortuitously,  rhymes  with  the  others) 
that  the  presidential  commission  should  not  perform  —  namely,  it 
should  not  "standardize  or  regulate,"    Other  mechanisms  exist  for 
setting  proper  floors  for  public  and  private  programs.  I 
strongly  recommend  that  Congress  create  a  presidential  commission 
having  the  informational  and  advisory  task  of  helping  consumers 
and  others  see  where  the  most  promising  and  safest  economizing 
opportunities  lie  and  the  policy  task  of  identifying  legal  and 
other  impediments  to  the  seizing  of  such  opportunities. 
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PREPARED  STATEMENT  OF  HUMPHREY  TAYLOR 

Mr.  Chairman: 

Many  people  who  appear  before  Congressional  Committees  have  a  strong  point 
of  view  or  represent  an  interest  group.    Appropriate  questions  to  ask  a  pollster 
such  as  myself  are  therefore  "Who  pays  for  your  polls?"  and  "Does  he  who  pays 
the  piper  call  the  tune?" 

You  should  know,  therefore,  that  in  this  country  Harris  has  not  done  any 
polling  for  political  candidates  or  parties  since  1963  (when  the  candidate  who 
lost  to  Lou  Harris's  client  told  the  media,  very  inaccurately,  that  they  would 
not  have  him  to  kick  around  any  more). 

However,  30%  or  more  of  all  our  revenues  in  the  U.S.  ccxne  from  our  work  in 
the  health  care  field.    Our  health  care  clients  include  drug  cai?>anies, 
insurers,  HMOs,  hospitals,  foundations,  universities  and  federal  and  state 
government.    So  I  should  warn  you  I  may  be  a  hired  gun  for  those  with  a  vested 
interest  in  keeping  the  $600  to  $700  billion  we  spend  on  health  care  growing  at 
a  rapid  rate. 

If  I  may  I  will  try  to  summarize  the  state  of  public  opinion  on  key  health 
care  issues.    However,  I  should  mention  that  we  also  have  extensive  data  on  the 
attitudes  of  en^iloyers,  doctors,  hospital  C.E.Os,  insurers,  union  leaders, 
regulators,  and  legislators. 

WHAT  THE  PUBLIC  WANTS 

The  pxiblic  wants  four  things  frcan  the  health  care  system:  accessibility, 
quality,  af fordability  and  security: 

People  want  easy  access  to  reasonable  quality  care  at  an  affordable  cost, 
and  the  peace  of  mind  that  they  won't  lose  their  health  insurance  and  that  they 
won't  be  wiped  out  finemcially  by  their  health  care  costs. 

HOW  THE  SYSTEM  MEASUT^S  UP 

How  does  the  health  care  system  measure  up  to  piablic  expectations  on  these 
four  criteria? 

On  quality  it  does  reasonably  well.    Most  people  are  very  or  somewhat 
satisfied  with  the  quality  of  care  and  the  services  that  they  use  and  relatively 
few  people  are  dissatisfied. 

On  accessibility  there  are  two  different  stories.    On  the  one  hand  the 
great  majority  are  satisfied  with  their  own  access  to  care.    On  the  other  hand 
there  is  a  widespread  and  accurate  perception  chat  many  people  do  not  have 
health  insurance  and  many  others  are  under insured.    Overwhelmingly,  people  say 
that  is  unacceptable.    Virtually  everyone  (97%)  now  believes  that  health 
insurance  is  a  right  to  which  everyone  should  be  entitled,  and  obviously,  many 
people  don't  have  it  —  including  many  working  people. 

On  cost  there  is,  of  course,  much  dissatisfaction  —  with  out-of-pocket 
costs  to  the  consumer,  with  the  cost  to  the  taxpayer,  and  with  the  rate  of 
inflation. 

There  is  much  talk  about  the  trend  toward  managed  care  —  and  it  is  a 
trend.    But  right  now  the  fastest  trend  in  corporate  cost  containment  is  not  the 
trend  toward  managed  care,  to  HMOs  or  PPOs  or  case  management,  it  is  the  trend 
toward  greater  cost- sharing  (a  euphemism  for  cost-shifting  by  eitployers  to 
employees).     Ironically,  this  trend  is  fueling  public  dissatisfaction  and  the 
demand  for  radical  change  in  our  system,  and  support  for  some  form  of  government 
initiative  on  both  universal  coverage  and  cost  containment. 


182 


Higher  out-of-pocket  costs  are  also  becoming  a  considerable  barrier  to 
getting  care.    More  than  a  quarter  of  all  adults  (29%)  report  they  have  put  off 
getting  some  kind  of  health  care  which  they  believe  they  needed,  because  of  the 
cost,  during  the  previous  12  months. 

In  addition  to  cost,  access,  and  quality  I  mentioned  a  fourth  criterion  — 
security.    Fear  of  losing  one's  health  insurance  is  now  a  major  concern.    On  one 
poll  fear  of  losing  one's  insurance  came  up  as  an  even  bigger  concern  than  the 
out-of-pocket  cost  of  care. 

I  might  add  that  concern  about  the  lack  of  long-term  insurance  for  nursing 
home  care  and  home  care  is  also  increasing  as  the  public  has  beccane  better 
informed  about  what  Medicare  does  not  cover,  as  the  number  of  very  old  Americans 
increases  rapidly,  and  as  more  middle-aged  Americans  worry  about  their  parents. 

I  believe  that  public  attitudes  to  the  health  care  system  are  directly 
determined  by  these  four  criteria.    On  three  out  of  the  four  —  cost,  access, 
and  sec\irity  —  it  measures  up  badly  and  things  are  getting  worse.    On  only  one 
—  quality  —  is  the  public  generally  satisfied.    Furthermore,  our  research 
convinces  me  that  over  the  next  few  years  as  the  number  of  uninusred  will 
continue  to  grow,  costs  will  continue  to  rise  rapidly  as  will  fear  of  losing  our 
insurance. 

EMPLOYER  ATTITUDES 

I  mentioned  that  we  have  also  surveyed  business  en5>loyers  on  many  occasions 
on  health  care  issues.    All  these  surveys  paint  a  picture  of  employers  as 
cranky,  confused,  aimless  and  spineless.    There  are  some  exceptions  —  but  not 
many. 

They  are  cranky  because  they  have  seen  their  health  care  costs  go  up  so 
fast  by  15,  20  or  even  25%  a  year. 

They  are  confused  because  they  don't  understand  why  this  is  happening  to 
them  and  because  most  of  the  solutions  peddled  to  them  by  their  insurers  and 
benefits  consultants  have  not  worked  nearly  as  well  as  they  were  told  they 
would. 

They  are  aimless  in  that  they  have  few,  if  any,  real  strategies  for  dealing 
with  these  problems.    They  are  more  concerned  to  limit  next  year's  increase 
through  employee  cost-sharing  than  in  addressing  the  underlying  causes  of  their 
problems . 

And  they  are  spineless  in  that,  even  when  they  know  some  of  the  things  they 
should  be  doing,  when  they  understand  what  types  of  managed  care  works  best, 
they  are  very  reluctant  to  take  the  somewhat  tough  decisions  needed.  Most 
employers  are  still  more  part  of  the  problem  than  the  solution. 

But  I'm  here  to  talk  about  public  attitudes. 

THE  SYSTEM 

I  talked  earlier  about  the  few  factors  which  shape  public  attitudes  to  the 
health  care  system  —  COST,  ACCESS,  QUALITY  and  SECURITY.  What  do  people  think 
of  the  system?    To  put  it  as  bluntly  as  I  can,  they  think  it's  a  disaster. 

Until  recently,  defenders  of  the  American  system  argued  that  while  our 
system  was  more  expensive  it  worked  pretty  well  for  the  majority  with  health 
insurance  and  that  the  American  j>eople  were  happy  with  it  and  didn't  want  to 
change  it.    But  in  the  late  eighties  several  painful  truths  began  to  be 
acknowledged.    That  our  system  is  not  only  much  the  most  expensive;  the  costs 
are  going  up  faster  here  than  elsewhere.    That  35  million  Americans  have  no 
health  insurance  at  any  one  moment  in  time,  more  than  60  million  are  uninsured 
at  some  time  over  a  two  year  period.    Many  of  the  majority  with  insurance  are 
underinsured.    That  the  numbers  of  people  without  insurance  have  grown  every 
year  since  1981.    And  that  hardly  anyone  has  adequate  insurance  for  nursing  hrane 
care. 
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Somehow  even  those  unpleasant  truths  didn't  carry  much  weight  so  long  as  it 
was  believed  that  most  people  were  happy  and  didn't  want  change.    Now  two 
s\irveys  have  shown  that  the  American  health  care  system  is  also  exceptionally 
unpopular  both  absolutely  and  when  compared  to  other  countries.    Harris  surveys 
of  the  public  in  10  countries  have  asked  which  of  3  phrases  best  describes  their 
different  health  care  systCT£.    The  proportions  of  the  public  in  these  countries 
who  believe  that  "the  health  care  system  works  pretty  well  and  only  minor  change 
is  necessary  to  make  it  work  better"  varies  from  a  high  of  56%  in  Canada  to  a 
low  of  only  10%  in  the  U.S.    Most  Americans  (60%)  replied  that  "there  are  some 
good  things  in  our  health  care  system  but  fundamental  changes  are  needed  to  make 
it  work  better,"  while  more  than  a  quarter  (29%)  felt  that  "our  health  care 
systan  has  so  much  wrong  with  it  that  we  need  to  con?)letely  rebuild  it."  The 
American  health  care  system  is  not  only  uniquely  e3q>ensive,  it  is  also,  along 
with  the  Italian  systan,  the  roost  unpopular. 

THE  SHAPE  OF  REFORM 

Americans  are  almost  unanimous  —  9  out  of  10  is  pretty  unaninous  —  in 
believing  that  fundamental  reform  is  needed,  to  achieve  universal  coverage  and 
better  value  for  money.    But  they  —  like  the  ej^rts  ~  are  much  less  certain 
what  shape  reform  should  take.    The  problems  are  pretty  obvious,  the  solutions 
are  not.    One  is  reminded  of  H.L.  Mencken's  cannent  that  "for  every  conplex  and 
difficult  problem  there  is  a  simple  solution  —  and  it  is  wrong." 

Large  majorities  react  favorably  to  different  proposals  for  reform  but  have 
more  difficulty  in  choosing  between  them.    They  support  both  a 
government-financed  national  health  insurance,  Canadian  style,  and  also  a  plan 
with  mandatory  employer-provided  coverage,  with  the  government  looking  after 
everyone  else  (as  originally  proposed  by  President  Nixon  in  1973).     If  forced  to 
choose  between  these  two  a  plurality  favors  the  universal  government  financed 
option,  but  this  could  change  —  up  or  down  —  as  the  debate  develops. 

As  you  may  know,  the  polls  have  been  measuring  public  attitudes  to  various 
forms  of  National  Health  Insurance  for  forty  years,  and  support  for  it  today  is 
stronger  than  it  has  ever  been  before. 

WHY  THE  AMERICAN  SYSTEM  IS  SO  EXPENSIVE 

As  you  may  have  guessed  by  now,  I  have  not  always  lived  in  New  York.    In  my 
professional  work  at  Harris  I  have  studied  in  considerable  detail  the  many  ways 
in  which  the  American  health  care  systsn  differs  from  those  in  Canada,  Western 
Europe  and  Japan  --  and  I  have  written  at  some  length  on  the  subject. 

I  see  no  mystery  whatever  in  the  question  of  why  the  U.S.  systen  not  only 
fails  to  cover  all  its  citizens  but  also  costs  so  much  more  than  other  systens. 
Among  the  many  factors  unique  to  this  country  are:  — 

—  Our  malpractice  and  tort  system. 

—  The  very  high  administrative  costs  of  our  reimbursanent  system. 

—  The  high  fees  we  pay  doctors  and  hospitals. 

—  The  high  prices  Americans  pay  for  durgs  (second  highest  to  the 
Netherlands) . 

—  Our  capital  spending  on  hospitals  and  equipment. 

—  The  number  of  tests  and  very  expensive  procedures  we  perform  (of 
which  much  seems  to  be  inappropriate  or  marginal). 

—  The  high  rates  of  specialists  to  primary  care  physicians. 

—  The  amount  of  care  we  provide  to  patients  in  the  last  30  days  of 
their  lives. 

--    The  high  level  of  unused  hospital  capacity. 

~    The  800  plus  state  mandates  on  what  insurance  must  cover. 

—  The  level  of  fraud  by  providers  and  patients. 

—  The  absence  of  expenditure  caps  or  budgets  for  providers  or 
payers . 

In  large  measure  it  is  the  high  costs  generated  by  all  these  uniquely 
American  attributes  which  makes  it  so  difficult  to  find  the  extra  money  needed 
to  pay  for  universal  coverage.    Furthermore,  I  believe  the  public  (if  not  the 
interests  involved)  would  favor  changing  many  of  these  factors. 
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WHY  WE  HAVEN'T  ADDRESSED  THE  PROBLEM  MORE  EFFECTIVELY 

Given  this  list  and  given  all  the  things  we  report  to  control  costs  or 
expand  coverage,  why  haven't  we  done  more? 

In  this  most  democratic  of  countries  we  don't  usually  make  major  changes 
(on  this  scale)  without  a  consensus  that  the  changes  are  desirable.    We  need  a 
consensus  not  just  that  we  have  a  problem  to  fix,  but  on  3  other  points  as  well: 

on  the  causes  of  the  problem, 

on  the  solutions,  and 

on  how  to  pay  for  the  solutions. 

To  date  the  only  consensus  is  that  we  have  a  problem  of  high  costs  and  poor 
insurance  coverage.    The  public,  business,  the  health  care  industry,  and 
doctors,  all  disagree  on  the  causes  of  our  cost  problem  and  will  therefore  also 
disagree  on  the  solutions.    Doctors  don't  mind  if  health  care  costs  keep  on 
growing.    They  would  welcome  universal  coverage.    But  they  want  to  be  left  to 
practice  medicine  with  less  interference  frran  government,  employers  and 
insurers.    Business  leaders  tend  to  favor  changes  in  financial  incentives  (and 
penalties)  for  consumers,  doctors,  and  hospitals,  to  make  them  operate  more 
cost-effectively.    Many  health  care  economists  feel  we  need  to  limit  the  use  of 
the  more  expensive  new  technologies  and  find  a  better  way  to  ration  care,  (which 
we  do  now  without  admitting  it),  based  on  benefits  and  costs.    The  public  tends 
to  favor  draconian  price  controls  of  hospitals,  doctors  and  drugs  but  is  opposed 
to  substantially  increased  out-of-pocket  costs  or  the  overt  rationing  of 
expensive  technologies. 

We  have  a  consensus  that,  in  theory,  everyone  should  have  reasonable  health 
insurance.    The  difficult  part,  where  we  still  have  a  long  way  to  go,  is  to 
agree  on  how  to  do  that,  and  how  to  pay  for  it. 

Having  said  that,  the  pressures  to  do  something  are  mounting  visibly. 

There  is,  we  have  found  in  our  surveys  a  growing  belief  that  a  major 
federal  government  initiative  will  be  needed  —  not  because  people  like  or  trust 
the  government  but  because  nobody  else  will  do  the  job. 

HOW  IMPORTANT  IS  HEALTH  CARE  AS  A  POLITICAL  ISSUE? 

One  key  question,  of  course,  is  how  health  care  —  and  specifically  reform 
of  the  health  care  system  —  rates  as  a  political  issue. 

The  answer,  briefly,  is  that  it  has  the  potential  to  be  a  major  issue  but 
it  has  not  yet  achieved  that  status.     Compared  to  the  major  economic  issues  and 
other  social  issues  such  as  education,  crime,  the  environment  or  drugs, 
relatively  few  people  spontaneously  volunteer  health  care  as  a  major  issue. 

But  I  believe  that  if  heavyweight  political  leaders  want  to  make  it  a  major 
issue  they  could  do  so. 

There  is  a  strong  and  growing  concern  about  costs  —  to  the  consumer  and 
the  taxpayers,  which  are  likely  to  get  worse. 

Almost  everyone  believes  that  health  insurance  should  be  universal  —  and 
the  number  of  uninsured  are  still  growing. 

More  and  more  people  are  concerned  that  they  may  not  have  health  insurance 
when  they  need  it. 

Overwhelmingly,  people  believe  fundamental  changes  —  or  more  —  are 
needed . 

While  we  do  not  have  a  clear  consensus  on  what  reform  package  would  be 
best,  public  reactions  to  several  alternatives  are  strongly  positive. 

If  I  was  still  in  the  business  of  advising  politicians  on  how  to  run  their 
campaigns,  I  would  advise  them  that  there  are  a  lot  of  votes  to  be  won  by  a 
strong  health  care  reform  bill,  even  if  they  were  opposed  by  some  powerful 
interests  and  their  PACs. 
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Heanwhile,  in  the  absence  of  substantial  reform,  the  problems  of  high  cost, 
poor  access  and  insecurity  will  all  get  worse,  all  of  which  will  make  this  an 
increasingly  in^rartant  issue.    I  fear  that  all  of  the  problems  will  get  worse  — 
much  worse  ~  before  Washington  inplements  (as  opposed  to  proposes)  a  viable  set 
of  solutions. 


SATISFACTION  AS  A  FUNCTION  OF 
PER  CAPITA  SPENDING 


Satisfaction 
(Percent  of  Public) 
80,  


Canada 

Netherlands  • 

France  ^ 

t'W.  Germany 

Australia 

•  Sweden 

U.K.  •.--^apan 

•  Italy 

 1  1  

1  1 

United  States  • 

1          1          1   1 

600       800      1000     1200     1400     1600     1800     2000  2200 
Per  Capita  Costs  (U.S.  Dollars) 


Source:    Harris  1988  and  1990. 
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QAla— First,  a  very  genenl  question.  Which  of  the  following  statements  c 
expressing  your  overall  view  of  this  counti/s  health  care  system? 

omes  closest  to 

/# 

'2. 

V 

Base: 

2048 

1176 

260 

26  16 

50  201 

251 

21 

60 

On  the  whole,  the  health 
care  system  works  pretty 
well,  and  only  minor 
changes  are  necessary  to 
make  it  work  better 

13 

12 

4 

8  — 

—  31 

14 

10 

14 

or 

There  are  some  good  things 
in  our  health  care  system, 
but  fundamental  changes 
are  needed  to  make  it 
work  better 

67 

63 

80 

72  100 

30  64 

80 

76 

70 

or 

The  health  care  system  has 
so  much  wrong  with  it  that 
we  need  to  completely 
rebuild  it. 

20 

25 

16 

12  — 

70  4 

C 

10 

16 

Not  sure 


';'  --'-7is  an(i  "m.M  rnpol  itfln  Life,  1990. 
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PUBLIC  SUPPORT  FOR  MANDATORY  EMPLOYER  COVERAGE 

Attitudes  to  "A  new  law  which  would  require  all  employers  including  small 
businesses  to  provide  their  en5>loYees  with  a  basic  minimum  level  of  health 
insurance . " 

Public 
% 

Support  very  strongly  60 

84% 

Support  somewhat  strongly  24 
Support  not  very  strongly  6 
Oppose  9 


Source:    Harris  1990. 


PUBLIC  REACTIONS  TO  THREE  ALTERNATIVES  FOR  THE  FUTURE 


Q.:    Which  one  of  the  following  plans  would  you  like  the  best? 

1972      1976  1990 
Base  %  %  % 

The  present  system  which  consists  30         27  19 

of  Medicare  and  Medicaid,  as  well 

as  coverage  bought  from  private 

insurance  companies  by  individuals, 

unions,  and  the  coirpanies  people 

work  for 

The  present  system  with  two  changes:  40         38  33 

a  law  requiring  employers  to  provide 

health  insurance  to  all  their 

employees,  and  the  government  to 

provide  health  insurance  to  everyone 

who  is  not  employed 

A  comprehensive  national  health  22         27  46 

insurance  program  covering  all 

medical  and  hospital  expenses  paid 

for  by  federal  taxes:     under  such 

a  program  the  government  would 

control  hospital  costs,  physician's 

fees  and  other  charges 


Source:    Harris  1990. 
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Attitudes  to  Three  Alternative  Systems 

Q.Cl — A  number  of  plans  have  been  proposed  as  ways  to  improve  the  health  care  system  in 
this  country.  Which  one  of  the  following  3  systems  would  you  like  the  best? 


The  present  system, 
based  on  private  health 
insuTznce,  mosUy  through 
employers,  plus  Medicare 
and  Medicaid 
or 

The  present  system 
with  two  changes:  A  law 
requiring  employers  to 
provide  health  insurance 
to  all  their  employees,  and 
the  government  to  provide 
health  insurance  to  every- 
one who  is  not  employed 
or 

A  wmprehensive  govieni- 
ment  health  insurance 
program  covering  all 
medical  and  hospital 
expenses,  paid  for  by 
taxes.  Under  such  a 
program,  the  government 
would  control  hospital 
costs,  physician  fees  and 
other  charges 
None 
Not  sure 


201 


Source:     Harris  and  Metropolitan  Life,  1990. 
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PREPARED  STATEMENT  OF  JOSHUA  M.  WIENER  AND  RAYMOND  J.  HANLEY* 

It  Is  time  for  Americans  to  face  a  serious  problem--how  to  organize 
and  pay  for  long-term  care.    More  and  more  Americans  are  living  past  age 
75,  85,  and  even  95.    Consequently,  many  more  elderly  than  ever  before 
suffer  not  only  acute  Illness  requiring  hospitalization  and  a  doctor's 
care,  but  also  chronic  disabling  conditions  that  require  long-term  care 
either  at  home  or  In  a  nursing  home. 

Alzheimer's  disease,  osteoporosis,  heart  disease  and  stroke 
predominate  among  the  many  diseases  that  cause  chronic  disability  among 
the  elderly.    These  conditions  bring  both  physical  and  emotional  pain  as 
many  people  experience  and  relatives  watch  a  decline  in  the  ability  to  do 
the  things  that  most  of  us  take  for  granted.    Long-term  care  is  the  help 
needed  to  cope,  and  sometimes  to  survive,  when  physical  or  mental 
disabilities  impair  the  capacity  to  perform  the  basic  activities  of  every 
day  life,  such  as  eating,  bathing,  dressing  and  moving  about. 

The  United  States  does  not  have,  either  in  the  private  or  public 
sectors,  satisfactory  mechanisms  for  helping  people  anticipate  and  pay  for 
long-term  care.    The  disabled  and  their  families  find,  often  to  their 
astonishment,  that  neither  private  Insurance  nor  Medicare  covers  the  costs 
of  long-term  care  to  any  significant  extent.    The  disabled  must  rely  on 
their  own  resources  or,  when  these  have  been  exhausted,  turn  to  welfare  in 
the  form  of  Medicaid.    The  aging  of  the  baby  boom  generation  combined  with 
rapidly  falling  mortality  rates  for  the  elderly  will  lead  to  sharply 
Increased  demand  for  long-term  care  that  will  require  substantially 
greater  public  and  private  spending  far  Into  the  next  century.  Before 


*    These  opinions  are  those  of  the  authors  and  should  not  be  attributed 
to  other  staff  members,  officers  or  trustees  of  the  Brookings  Institution. 
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additional  stress  is  put  on  this  inadequate  system,  Americans  should 
carefully  consider  alternative  ways  of  financing  long-term  care  and  what 
role  the  federal  government  might  play  in  them. 

Goals  of  Reform 

The  most  important  goal  of  long-term  care  reform  is  to  treat  long-term 
care  as  a  normal  risk  of  growing  old.    The  costs  of  long-term  care  should 
not  come  as  an  unpleasant  surprise  causing  several  financial  distress  to 
individuals  and  families.    Right  now  the  pain  and  anxiety  inherent  in 
becoming  disabled  and  in  caring  for  a  disabled  relative  are  compounded  by 
worries  over  how  to  pay  for  care.    One  of  the  great  fears  of  the  elderly 
is  that  they  will  be  a  burden  on  their  children.    It  should  come  as  no 
surprise  that  Americans  highly  value  their  independence. 

With  the  average  cost  of  a  year  in  a  nursing  home  approaching  $30,000, 
it  is  long-term  care--not  acute  care— that  is  the  major  cause  of 
catastrophic  health  care  costs  among  the  elderly.    Among  the  1.3  million 
elderly  with  out-of-pocket  costs  exceeding  $3,000  in  1985,  nursing  home 
costs  predominated.^      Fully  83  percent  of  their  out-of-pocket  costs  were 
attributable  to  nursing  home  care.    Even  when  nursing  home  patients  do  not 
end  up  on  Medicaid,  long-term  care  still  imposes  a  substantial  financial 
burden  that  can  financially  cripple  them  and  their  relatives. 

The  desire  to  protect  the  elderly  against  the  financial  burdens  of 
long-term  care  embodies  two  quite  distinct  goals.    One  is  to  prevent  the 
elderly  from  having  to  use  up  all  of  their  life  savings  simply  because 
they  end  up  in  a  nursing  home  or  need  extensive  home  care.    Thus,  the 
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current  long-term  care  system  contrasts  radically  with  the  principles  of 
the  Medicare  program,  where  virtually  no  one  has  argued  that  the  sick  or 
even  terminally  ill  should  deplete  their  assets  to  pay  for  their  care. 
This  goal  is  of  primary  importance  to  the  middle  class  and  above  who  have 
significant  assets  to  protect.    Although  highly  rated  by  the  elderly,  this 
is  probably  one  of  the  most  controversial  of  long-term  care  financing 
goals.    While  granting  problems  with  the  current  system,  some  question 
whether  protecting  financial  estates  to  be  passed  on  to  adult  children  is 
an  appropriate  public  policy  goal.    What  are  savings  for,  they  ask,  if  not 
for  needed  care  toward  the  end  of  life? 

A  separate  but  related  concern  is  to  prevent  elderly  people  who  have 
been  financially  independent  all  of  their  lives  from  having  to  depend  on 
welfare--Medicaid--with  all  its  indignities  and  stigma.    While  about  35 
percent  of  all  nursing  home  discharges  are  people  who  are  Medicaid 
eligible  at  the  point  of  admission,  an  unknown  but  probably  high 
proportion  were  not  Medicaid  eligible  in  the  community. ^     This  group 
probably  had  low  levels  of  assets  but  too  much  income  to  qualify  for 
Medicaid  had  they  continued  to  live  in  the  community.    However,  the  high 
cost  of  nursing  home  care  made  them  eligible  for  Medicaid  Immediately  upon 
entry  to  the  nursing  home.    Although  little  data  is  available  on  this 
issue,  Burwell  and  others  found  that  while  only  25  percent  of  Michigan 
Medicaid  patients  spent  down  after  entry  to  the  nursing  home,  another  35 
percent  did  not  enroll  in  Medicaid  until  the  time  of  nursing  home 
admission,^     In  other  words,  60  percent  of  the  Medicaid  nursing  home 
patients  were  not  eligible  for  Medicaid  prior  to  admission  to  the  nursing 
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home.^     Presumably,  the  group  that  was  not  Medicaid  eligible  in  the 
community  but  becomes  so  immediately  upon  entry  to  the  nursing  home  is  the 
middle  class  and  below  with  low  levels  of  assets.    In  our  view,  this  group 
has  not  received  enough  attention  in  reform  proposals. 

Reform  of  the  financing  system  should  also  aim  at  creating  a  more 
balanced  delivery  system  by  expanding  home  care.    Most  disabled  elderly 
are  at  home  and  want  to  stay  there.    Paid  home  care  services,  such  as  home 
health  care,  homemaker  help,  personal  care,  meals-on-wheels,  respite  care 
and  adult  day  care,  help  them  to  do  so.    Only  a  minority  of  the 
chronically  disabled  elderly,  however,  receive  any  formal  care  services. 
In  1982,  only  25  percent  of  the  4.7  million  disabled  elderly  living  at 
home  were  using  any  paid  in-home  care.^     Even  among  the  severely 
disabled--those  with  two  or  more  problems  with  the  activities  of  daily 
living--only  33  percent  used  paid  care.    Instead,  the  vast  bulk  of  care  is 
provided  informally  by  family  and  friends,  often  at  great  personal  cost  to 
the  caregiver. 

Public  expenditures  for  long-term  care  for  the  elderly  are 
overwhelmingly  for  nursing  home  rather  tnan  home  care.    In  1988,  only 
about  a  quarter  of  government  long-term  care  expenditures  for  the  elderly 
went  to  home  care  services.^     Although  coverage  of  nursing  home  care  by 
private  long-term  care  insurance  policies  has  improved  markedly  over  the 
last  few  years,  home  care  benefits  remain  fraught  with  restrictions  and 
are  still  only  modest  expansions  beyond  existing  Medicare  home  health 
benefits.^ 
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Nonetheless,  there  is  strong  interest  in  more  home  care.    A  1988 
nationwide  poll  by  Louis  Harris  found  that  87  percent  of  the  people  polled 
favored  a  federal  program  that  provided  home  care.®     Similarly,  in  a 
marketing  study  of  private  long-term  care  insurance,  when  respondents  were 
asked  to  choose  between  a  cheaper  policy  that  covered  only  nursing  home 
care  and  one  that  was  50  percent  more  expensive  but  also  covered  home 
care,  nearly  two-thirds  chose  the  more  expensive  plan.^ 

Finally,  the  financing  system  should  aim  to  improve  the  quality  of 
care  provided  in  nursing  homes  and  by  home  care  agencies.    While  there  are 
numerous  high  quality  long-term  care  facilities,  some  nursing  homes 
provide  fair  or  poor  quality  care  and  most  provide  relatively  mediocre 
care.^^     In  those  providing  inadequate  care,  some  of  the  instances  of 
poor  care  are  "merely"  humiliating  and  personally  degrading;  other 
instances  are  life  threatening.    On  the  home  care  side,  the  popular 
perception  is  more  positive,  but  little  is  known  about  the  quality  of 
care. 

Part  of  the  problem  of  low  quality  care  in  nursing  homes  undoubtedly 
reflects  low  Medicaid  reimbursement  rates  in  some  states.    The  frustration 
is  that  while  very  low  reimbursement  rates  guarantee  low  quality  care, 
every  additional  dollar  spent  on  nursing  home  care  produces  something  less 
than  a  dollar's  worth  of  improvement  in  quality  of  care.^^     This  is 
partly  because  we  do  not  have  a  good  understanding  of  what  quality  of  care 
is  or  how  to  achieve  it  and  partly  because  some  of  the  additional  funds 
may  be  lost  to  inefficiency,  administrative  overhead,  and  higher  profits. 
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Options  for  Financing  Reform 

Although  a  large  number  of  options  have  been  proposed,  the  three  main 
strategies  for  long-term  care  financing  reform  are  to  rely  on  private 
sector  mechanisms,  especially  private  long-term  care  insurance, 
liberalization  of  Medicaid,  and  expansion  of  social  insurance  to  include 
nursing  home  and  home  care.    Although  these  strategies  are  analytically 
separate,  they  can  be  easily  combined.    Indeed,  any  major  reform  of  long- 
term  care  financing  is  likely  to  include  elements  of  all  three  approaches. 

Private  Sector  Mechanisms 

Over  the  last  few  years  the  market  for  private  long-term  care 
insurance  has  grown  rapidly,  leading  some  policymakers  to  promote  private 
insurance  as  the  best  way  to  finance  protection  against  the  catastrophic 
costs  of  long-term  care  at  a  time  of  government  austerity.    The  reality  is 
that  only  about  3  percent  of  the  elderly  currently  have  long-term  care 
insurance  in  force. Even  under  optimistic  assumptions  about  the  future 
growth  of  the  market,  private  long-term  care  insurance  is  likely  to  play  a 
modest  role  in  long-term  care  financing.  .- 

Studies  done  at  Brookings,  the  Employee  Benefit  Research  Institute, 
the  Families  USA  Foundation,  and  the  Urban  Institute  all  conclude  that 
only  a  minority  of  the  elderly  can  afford  private  long-term  care 
insurance. 12     Some  other  studies  have  found  that  a  higher  percentage  of 
the  elderly  can  afford  private  insurance,  but  they  have  done  so  only  by 
assuming  purchase  of  policies  with  limited  coverage,  by  assuming  that  the 
elderly  would  use  their  assets  as  well  as  income  to  pay  the  premiums,  or 
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by  excluding  a  large  percentage  of  the  elderly  from  the  pool  of  people 
considered  to  be  interested  in  purchasing  insurance. 

Although  there  is  room  for  potential  growth  in  private  long-term  care 
insurance,  projections  using  the  Brookings-ICF  Long-Term  Care  Financing 
Model  suggest  that  only  limited  segments  of  the  population  will  be  covered 
by  the  private  sector.    By  2018  insurance  sold  to  those  65  and  older  may 
be  affordable  by  25-54  percent  of  the  elderly,  may  finance  7-17  percent  of 
total  nursing  home  expenditures,  and  may  reduce  Medicaid  expenditures  and 
the  number  of  Medicaid  nursing  home  patients  by  1-15  percent. 

Why  will  private  insurance  have  a  modest  role  in  financing  nursing 
home  and  home  care?    First,  as  already  noted,  private  insurance  is  so 
expensive  that  most  older  people  cannot  afford  it.    The  Health  Insurance 
Association  of  America  reports  that  the  average  annual  premium  for  the  15 
best-selling  policies  with  some  inflation  protection  is  $1,395  if 
purchased  at  age  65,  rising  to  $4,199  if  purchased  at  age  79.^^  Premium 
estimates  for  policies  with  better  inflation  adjustments  and  home  care 
benefits  are  substantially  more  expensive  than  products  currently  on  the 
market. 

Second,  although  coverage  has  improved  substantially  over  the  last  few 
years,  the  financial  protection  provided  by  the  products  is  still  limited. 
For  example,  benefits  are  rarely  fully  indexed  for  inflation,  home  care  is 
still  highly  restricted,  and  most  policies  do  not  cover  very  long  nursing 
home  stays  or  home  care  episodes. 

Third,  insurers  are  worried  because  the  long  interval  between  the 
initial  purchase  and  ultimate  use  of  nursing  home  and  home  care  involves 
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very  great  uncertainty  and  financial  risk.    A  policy  bought  by  a  woman  at 
age  65  may  not  be  used  until  she  is  85,  a  full  20  years  later.  During 
those  20  years,  unforeseen  changes  in  disability  or  mortality  rates, 
nursing  home  and  home  care  utilization  patterns,  inflation  in  service 
costs,  or  the  rate  of  return  on  financial  reserves  can  dramatically 
transform  a  profitable  policy  into  an  unprofitable  one.^^  Such 
uncertainty  will  likely  lead  insurers  to  limit  the  number  of  policies  they 
sell. 

While  private  long-term  care  insurance  can  and  should  play  a  larger 
role  than  it  does  now,  it  is  not  a  panacea.    Private  insurance  will  not 
prevent  public  expenditures  for  long-term  care  from  increasing 
substantially  over  the  next  30  years,  nor  will  it  provide  financial 
protection  for  the  great  majority  of  elderly. 

Medicaid  Reform 

The  principal  argument  for  staying  with  Medicaid  as  our  primary  public 
program  for  financing  long-term  care  is  that  despite  its  many 
deficiencies,  the  program  is  not  the  worst  of  all  possible  worlds. 
Moreover,  it  meets  the  most  urgent  needs  of  the  low-income  disabled 
population  at  minimal  costs  to  taxpayers.    The  spend-down  requirements 
ensure  that  Medicaid  finances  only  that  part  of  the  care  that  is  beyond  • 
the  resources  of  the  elderly.    While  targeted  to  the  poor.  Medicaid  also 
provides  a  safety  net  for  middle-income  people  with  high  long-term  care 
expenses.    The  institutional  bias  ensures  that  persons  receiving  publicly 
financed  care  are  predominantly  the  severely  disabled  and  those  without 
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family  support.    Home  care  services,  though  not  as  widespread  as  many 
would  like,  are  moderately  available.    And,  finally,  the  entitlement 
character  of  Medicaid  means  that  expenditures  tend  to  rise  with  need  and 
are  not  limited  arbitrarily  by  the  appropriation  process. 

Many  reforms  would  improve  the  Medicaid  program,  while  retaining  its 
basic  means-tested,  welfare  character.    Desirable  changes  include 
expanding  home  care  services,  increasing  the  personal  needs  allowance  and 
level  of  protected  assets  for  nursing  home  patients,  raising  the  amount  a 
Medicaid  patient's  spouse  is  allowed  to  retain  for  living  expenses,  and 
increasing  reimbursement  rates.    All  of  these  reforms  were  recently 
proposed  by  the  Pepper  Commi ssion.^O 

Although  incremental  improvements  in  Medicaid  are  attractive  and 
should  be  enacted,  two  basic  problems  remain  in  relying  exclusively  on  a 
welfare-based  reform  strategy.    First,  public  charity  always  carries  some 
stigma,  and  efforts  to  reduce  taxpayer  costs--which  are  certain  to  rise  in 
the  future--are  likely  to  perpetuate  a  two-class  system  with  inferior 
access  and  status  for  Medicaid  patients.    Because  Medicaid  pays  nursing 
homes  so  much  less  than  do  private  patients.  Medicaid  patients  have  a  much 
harder  time  gaining  access  to  beds.^^     Moreover,  most  people  who  enter 
nursing  homes  end  up  on  Medicaid. In  other  U.S.  welfare  programs,  such 
as  Aid  to  Families  with  Dependent  Children  and  Supplemental  Security 
Income,  only  a  small  minority  of  the  population  is  expected  to  be 
financially  eligible.    It  is  odd  to  structure  a  program  so  that  most 
people  needing  services  end  up  on  welfare. 
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Social  Insurance;    Adding  Long-Term  Care  to  Medicare 
A  final  option  would  be  to  cover  at  least  part  of  the  costs  of  long- 
term  care  under  a  social  insurance  program  like  Medicare.    Under  such  a 
program,  everyone  would  pay  into  the  social  Insurance  program  and  earn  the 
right  to  benefits  without  having  to  prove  impoverishment.    In  our  view, 
social  insurance  should  be  a  key  component  in  any  effort  to  reform  long- 
term  care. 

There  are  several  advantages  to  this  approach.    First,  as  with  Social 
Security  and  Medicare,  this  approach  would  guarantee  near-universal 
coverage.    Private  insurance  will  always  exclude  both  those  who  cannot 
afford  it  and  those  who  fail  the  tests  of  medical  underwriting.  Second, 
the  costs  can  be  spread  over  the  largest  possible  revenue  base,  reducing 
the  financial  burden  on  any  one  individual. 

Third,  public  insurance  also  offers  some  advantages  in  the  way  long- 
term  care  services  are  delivered.    While  not  completely  eliminating  the 
two-class  system,  public  insurance  will  greatly  reduce  the  access  and 
quality  gaps  between  private-  and  public-paying  patients  that  exist  under 
our  current  Medicaid-dominated  public  system.    Moreover,  public  insurance 
can  create  a  more  balanced  delivery  system  by  expanding  home  care. 

An  additional  advantage  is  that  public  insurance  can  be  financed  in  a 
way  such  that  upper  Income  people  pay  more  than  lower  income  people. 
While  not  meeting  a  strict  definition  of  progressive  taxation,  there  is  a 
lot  of  hidden  Income  redistribution  in  the  payroll  financing  of  the 
Medicare  program.    For  1991,  a  $100,000  a  year  em.ployee  will  pay  five 
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times  in  taxes  what  the  $20,000  a  year  worker  pays  for  exactly  the  same 
Part  A  benefits. 

The  primary  disadvantage  of  public  insurance  is  that  all  of  the 
proposals  cost  a  lot  of  money.    For  example,  the  relatively  modest  social 
insurance  recommendations  of  the  Pepper  Commission  were  estimated  to  cost 
$30  billion  a  year  in  new  federal  spending. ^3     Given  the  current  system's 
heavy  reliance  on  private  payment,  there  are  no  "nickel  and  dime"  public 
long-term  care  insurance  solutions.    The  combination  of  an  intractable 
budget  deficit  combined  with  a  "read  my  lips"  resistance  to  new  taxes 
makes  this  sizeable  expense  a  formidable  barrier.    The  other  potential 
problem  is  that  public  insurance  may  be  perceived  as  more  rigid  and 
bureaucratic  and  thus  not  providing  consumers  with  the  choice  inherent  in 
a  competitive  private  insurance  marketpl ace.^'* 

Social  Insurance:    Not  Worth  the  Cost? 

Despite  the  compelling  arguments  for  social  insurance  as  a  way  of 
reforming  the  financing  and  delivery  of  nursing  home  and  home  care, 
opponents  of  public  long-term  care  insurance  argue  that  the  marginal  cost 
to  society  of  such  a  program  will  outweigh  the  marginal  benefits.    Some  of 
these  arguments  are: 

It  is  generational ly  inequitable.    Proponents  of  generational  equity 
contend  that  it  is  unfair  to  have  another  program  that  benefits  the 
elderly  which  is  financed  mostly  by  the  nonelderly.    They  contend  such  an 
approach  is  unfair  to  the  nonelderly  population  because  allocating  more 
federal  resources  for  a  new  elderly  entitlement  program  will  leave 
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insufficient  resources  for  pursuing  other  worthwhile  societal  goals  like 
improving  education  for  children.    Central  to  this  new  view  of  social 
policy  is  the  observation  that  the  financial  status  of  the  elderly  has 
improved  markedly  while  the  rate  of  poverty  among  children  has  grown 
substantially. 25     Advocates  of  this  view  point  to  the  growing  proportion 
of  elderly  in  the  population,  the  declining  relative  size  of  the  work 
force  and  the  impact  of  the  federal  debt  on  the  country's  economic  future 
to  conclude  that  later  generations  will  not  even  be  able  to  shoulder  the 
financial  burden  of  current  programs  for  the  elderly. 

There  are  at  least  four  ways  to  respond  to  such  generational  equity 
concerns  about  social  insurance  for  long-term  care.    First,  most 
proposals,  like  the  Pepper  Commission's  include  the  nonelderly  as  well  as 
elderly  populations  as  beneficiaries.    Although  disability  rates  are  much 
higher  for  the  elderly,  close  to  half  of  the  community-based  disabled  are 
under  age  65. Second,  because  family  care  is  the  backbone  of 
community-based  long-term  care,  middle-aged  caregivers  will  benefit  from 
an  expanded  federal  home  care  program.    While  most  research  suggests 
families  will  continue  to  provide  almost  as  much  care  as  they  would  have 
without  publicly-paid  home  care  services,  family  caregivers  will  receive 
needed  respite  and  benefit  from  being  able  to  arrange  their  hours  and 
tasks  more  efficiently. Third,  generational  equity  concerns  are  based 
on  a  narrow,  cross-sectional  perspective  of  benefits  and  tax  payments  at 
one  moment  in  time  rather  than  over  a  lifetime.    Like  the  long-term 
benefits  of  public  education  for  children,  social  insurance  for  long-term 
care  is  a  response  to  a  need  that  exists  across  the  course  of  life  and 
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thus  benefits  all  groups.    Indeed,  the  current  nonelderly  population  is 
likely  to  live  much  longer— and  need  more  long-term  care— than  the  current 
generation  of  elderly.    Finally,  it  is  politically  naive  to  assume  that 
reduced  spending  on  the  elderly  will  automatically  be  converted  to 
increased  spending  for  children. 

It  costs  too  much.    It  is  true  that  a  public  long-term  care  insurance 
program  will  be  expensive.    However,  most  of  the  costs  of  the  program  will 
be  incurred  by  society  with  or  without  such  a  program  and  will  surely  be 
incurred  if  there  is  widespread  purchase  of  private  insurance.  Both 
public  and  private  insurance  are  subject  to  the  same  cost  increasing 
factors,  although  public  insurance  will  incur  far  lower  administrative 
costs.    The  real  issue  is  not  whether  society  can  escape  these  costs 
because  it  cannot  without  turning  its  back  on  the  disabled.    The  real 
questions  are  whether  costs  are  going  to  be  borne  largely  by  the  relative 
few  who  end  up  in  nursing  homes  or  needing  extensive  home  care  or  whether 
they  are  going  to  be  spread  more  broadly  over  society  as  a  whole  and  what 
should  be  the  balance  between  public  and  private  programs. 

■    It  will  cause  a  tax  revolt.    The  United  States  has  one  of  the  lowest 
tax  rates  of  any  of  the  industrialized  countries. Politicians  are 
regularly  elected  and  defeated  based  on  whether  or  not  they  promise  to 
reject  new  taxes.    Opponents  of  public  insurance  often  argue  that  there  is 
some  fixed  level  beyond  which  Americans  will  not  tolerate  new  taxes. 
Thus,  increasing  taxes  for  long-term  care  "uses  up"  available  taxing 
capacity  that  might  otherwise  go  for  deficit  reduction  or  services  for  the 
poor. 
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While  Americans  do  not  like  to  pay  taxes,  numerous  public  opinion 
surveys  have  found  a  large  number  of  problems— including  long-term  care, 
education,  drug  abuse  treatment,  and  protecting  the  environment--that 
voters  say  they  would  be  willing  to  pay  additional  taxes  to  address. ^9 
People  want  to  see  tangible  benefits  for  their  additional  tax  dollars. 
Programs  primarily  for  the  elderly,  such  as  Medicare  and  Social  Security, 
command  enormous  public  support. 

Health  care  for  the  uninsured  is  more  important.    There  are  very 
strong  public  policy  and  moral  reasons  to  address  health  care  for  the 
uninsured  first,  before  long-term  care.    It  is  a  scandal  that  there  are  37 
million  people  with  no  health  insurance  at  all. 

The  political  problem  is  that  public  opinion  surveys  consistently  show 
that  people  are  more  willing  to  pay  taxes  for  a  public  long-term  care 
insurance  program  than  for  health  care  for  the  uninsured.    In  a  national 
survey  of  voters  sponsored  by  the  American  Association  of  Retired  Persons 
and  the  Families  USA  Foundation,  57-70  percent  of  respondents  were  willing 
to  pay  additional  taxes  for  long-term  care  ranging  from  $120  to  $720  a 
year  depending  on  income. -^^     Yet  in  another  national  survey,  less  than  20 
percent  of  respondents  were  willing  to  pay  more  than  $51  a  year  to  address 
the  problem  of  the  uninsured. This  political  reality  was  reflected  in 
the  votes  of  the  Pepper  Commission. The  plan  for  health  care  for  the 
uninsured  squeaked  by  with  a  vote  of  8-7,  while  the  long-term  care 
proposal  sailed  through  by  a  vote  of  11-4. 

The  logic  of  these  paradoxical  positions  is  explained  by  the  basic 
American  principle:    What's  in  it  for  me?    Although  private  health 
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insurance  market  is  deteriorating  rapidly,  the  fact  is  that  85  percent  of 
the  nonelderly  population  already  had  acute  health  insurance  in  1988.^'* 
For  the  overwhelming  majority  of  people,  lack  of  insurance  is  somebody 
else's  problem.    Appeals  to  altruism  are  usually  necessary  to  justify 
people  paying  more  in  taxes  to  solve  this  problem.    The  situation  is 
totally  reversed  in  long-term  care.    Since  almost  no  one  has  insurance 
coverage,  expanding  long-term  care  provides  new  benefits  to  virtually 
everyone. 

Given  these  political  dynamics,  there  is  a  real  possibility  that  we 
may  never  solve  the  problems  of  health  care  for  the  uninsured  and,  thus, 
never  get  to  long-term  care  reform.    Frankly,  in  the  current  environment, 
neither  issue  is  likely  to  get  very  far  without  the  other.    Only  when 
health  care  for  the  uninsured  and  long-term  care  are  joined  together  will 
there  be  a  big  enough  political  constituency  to  get  major  programs  passed 
for  either. 

Public  insurance  will  provide  benefits  to  the  upper-income  elderly. 
By  definition,  social  insurance  provide  benefits  for  all  people  without 
regard  to  income.    Thus,  it  is  unarguably  true  that  a  long-term  care 
insurance  program  will  provide  some  benefits  to  the  upper-income  elderly. 
To  some,  this  makes  social  insurance  hopelessly  unfair. 

Upon  closer  examination,  this  problem  turns  out  to  be  small, 
remediable  and  a  source  of  political  strength.    First,  the  amount  of 
resources  that  will  go  to  the  upper-income  population  has  been  overstated. 
Long-term  care  is  used  principally  by  the  very  elderly,  disabled 
population.    This  population  is  extremely  modest  in  its  income  and  assets. 
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For  example,  among  the  elderly  age  75  and  over,  48  percent  have  incomes 
below  150  percent  of  poverty. Moreover,  nearly  60  percent  of  the 
disabled  elderly  living  in  the  community  have  incomes  below  150  percent  of 
poverty. 

Second,  to  the  extent  that  a  public  insurance  program  does 
redistribute  income  to  the  upper  income  population,  it  should  be  recouped 
through  the  tax  system.    Programs  should  not,  in  net,  take  from  lower- 
income  workers  to  give  to  upper-income  elderly.    Taxes  to  support  public 
insurance  should  be  at  least  fully  proportional  if  not  progressive  in 
nature.    This  will  guarantee  that  the  upper-income  population  will  pay 
more,  at  least  in  absolute  terms.    Moreover,  almost  all  elderly  should  pay 
something  and  more  well-to-do  elderly  should  pay  more.    Since  public 
insurance  will  almost  certainly  provide  some  asset  protection,  raising  the 
estate  tax  or  taxing  capital  gains  at  death  are  particularly  attractive 
financing  mechanisms.    Both  of  these  taxes  would  disproportionately  affect 
the  more  well-to-do  elderly. 

Third,  including  both  the  poor  and  the  rich  has  been  the  key  to  the 
political  successes  of  the  Medicare  and  Social  Security  programs  and  would 
probably  be  essential  to  maintaining  support  for  a  long-term  care  program. 
Medicaid's  political  problems  are  directly  related  to  the  fact  that  it  is 
a  welfare  program. Including  all  income  groups  could  also  form  an 
important  constituency  for  improving  quality  of  care  in  nursing  homes  and 
home  care. 
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Program  Design  Issues 

If  at  least  part  of  long-term  care  Is  to  be  financed  through  a  social 
insurance  program,  many  questions  remain  on  how  the  program  benefits 
should  be  designed  and  administered.    In  several  aspects,  it  is  critical 
that  a  public  long-term  care  insurance  program  should  diverge  from  the 
traditional  social  insurance  model  of  Medicare  and  Social  Security. 

State  Involvement 

Currently,  long-term  care  is  primarily  the  province  of  the  states 
rather  than  the  federal  government.    States  regulate  supply  and  quality  of 
care,  set  reimbursement  rates  and  process  the  claims  of  nursing  homes  and 
home  care  agencies.    States  also  pay  almost  half  the  costs  of  Medicaid. 

All  of  the  major  social  insurance  proposals  to  date— Including  those 
of  Senator  Mitchell,  Senator  Kennedy,  Representative  Waxman, 
Representative  Stark,  and  the  Pepper  Commission--prescribe  limited  roles 
for  the  states.    All  of  these  proposals  depend  on  states  for 
administration,  but  exclude  them  from  policymaking  and  financing.  While 
such  an  approach  is  a  natural  extension  of  the  current  Medicare  and  Social 
Security  programs  which  have  no  role  for  states,  it  would  be  a  grievous 
mistake  in  long-term  care. 

Failure  to  include  the  states  as  a  full  financial  partner  will  convert 
any  public  insurance  program  into  a  federal -funds  maximization  project. 
That  is,  states  will  have  a  strong  incentive  to  make  sure  that  as  many 
people  receive  as  many  services  as  possible.    They  will  also  have  little 
reason  to  control  the  supply  of  services.    Requiring  states  to  incur  some 
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of  the  costs  and  the  risks  of  a  public  insurance  program  will  necessitate 
giving  them  a  role  in  policymaking.    While  this  raises  the  spector  of 
creating  the  interstate  variations  that  plague  the  Medicaid  program  and 
will  undoubtedly  complicate  the  decisionmaking  process,  the  alternative 
creates  an  inefficient  system. 

Expenditure  Controls 

Efforts  to  pass  public  insurance  programs  for  long-term  care  have 
failed  largely  because  of  the  strong  fears  of  policymakers  about  the 
costs.    Policymakers  have  two  concerns.    The  first  concern  is  over  the 
absolute  level  of  expenditures  required.    As  indicated  above,  all  public 
insurance  programs  will  require  substantial  additional  public 
expenditures.    The  second  concern  is  the  uncertainty  over  the  estimated 
expenditures.    There  is  a  strong  fear  that  however  honest  the  estimate  is, 
it  will  be  too  low.    No  policymaker  wants  to  wake  up  one  day  and  find  out 
that  the  actual  costs  of  the  program  are  twice  what  was  originally 
estimated.    Part  of  the  folklore  of  health  policy  discussions  in 
Washington  is  that  the  costs  of  Medicare  and  Medicaid  turned  out  to  be  far 
higher  than  initially  calculated.    The  constant  upward  revision  in  the 
estimated  costs  for  the  Medicare  Catastrophic  Care  Act  of  1988  hastened 
the  demise  of  that  piece  of  legislation. 

This  concern  is  not  unwarranted.    Most  disabled  elderly  who  might 
"medically  qualify"  for  paid  services  do  not  currently  receive  any.^^ 
The  reluctance  of  the  elderly  to  enter  nursing  homes,  however,  reduces  the 
likelihood  of  a  large  increase  in  nursing  home  use.    But  the  inherent 
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desirability  of  some  home  care  services— such  as  homemaker  and  chore 
services--means  that  their  use  is  likely  to  Increase  substantially  if 
covered  by  public  insurance.    Moreover,  the  principal  effect  of  public  (or 
private)  insurance  is  to  reduce  the  net  cost  of  a  service.    People  tend  to 
buy  more  of  a  service  when  it  costs  less  out-of-pocket. 

While  uncontrolled  increases  in  the  demand  for  long-term  care  have 
been  a  persistent  worry  for  policymakers,  it  is  difficult  to  know  the 
extent  to  which  this  potential  for  increased  demand  will  come  to  pass. 
Some  provinces  in  Canada,  for  example,  that  pay  for  long-term  care  through 
social  insurance  systems  have  not  found  use  to  increase  to  unacceptable 
levels. In  addition,  national  cost  estimates  based  on  the  Channeling 
demonstration  experience,  where  home  care  services  were  essentially  free, 
are  quite  modest— in  the  range  of  $8  billion  in  1989  if  the  program  were 
limited  to  the  elderly  with  two  or  more  problems  with  the  activities  of 
daily  living.^^     Long-term  care  use  within  the  social  health  maintenance 
organization  demonstrations,  which  provide  long-term  care  on  an  open- 
ended,  private  entitlement  basis,  has  not  been  excessive. Indeed,  few 
individuals  reach  their  relatively  low  benefit  ceilings. 

Despite  the  uncertainty  as  to  what  will  actually  happen,  the  anxiety 
about  potentially  runaway  costs  is  so  high  among  policymakers  that  very 
strong  cost  control  mechanisms  must  be  put  in  place.    These  should  include 
limiting  the  eligible  population  to  the  severely  disabled,  case 
management,  cost  sharing,  providing  services  through  prepaid,  capitated 
arrangements  (e.g.,  social  health  maintenance  organizations),  limits  on 
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expenditures  per  person  or  per  month  and  strict  prospective  reimbursement 
systems. 

Finally,  although  most  of  the  policy  discussions  about  long-term  care 
reforms  have  been  within  the  context  of  open-ended  entitlement  programs 
like  Medicare  and  Medicaid,  an  explicit  cap  on  total  long-term  care 
expenditures  would  come  close  to  guaranteeing  that  spending  did  not  exceed 
a  set  amount.    Although  universal  access  operating  within  an  appropriated 
budget  is  a  common  approach  to  health  programs  in  Europe  and  Canada, 
Americans  have  little  experience  with  the  concept.    Opponents  of  this 
approach  fear  that  once  capped,  expenditures  will  not  rise  with  inflation, 
changing  demographics  or  the  determinants  of  need.^^     These  reservations 
are  serious  ones,  but  policymakers  are  so  frightened  by  the  expenditure 
uncertainties  that  it  is  questionable  whether  a  bill  can  ever  be  passed 
without  a  strong  mechanism  to  limit  the  overall  financial  risk. 

Front  End/Back  End/Comprehensive  Coverage 

Several  specific  proposals  have  been  introduced  to  expand  Medicare  to 
include  public  long-term  care  insurance.^'*     One  option  proposed  by 
Senator  George  Mitchell  would  cover  home  care  with  a  modest  deductible  and 
coinsurance,  but  only  provide  public  nursing  home  insurance  for  those  with 
lengths  of  stay  longer  than  two  years.    The  assumption  is  that  insurers 
will  offer  and  the  elderly  will  buy  insurance  to  cover  the  two-year 
deductible  period. 

This  approach  would  have  the  government  pay  the  truly  catastrophic 
costs  of  very  long  stays,  a  role  that  many  feel  is  appropriate. 


208 


21 


Relatedly,  recent  analyses  suggest  that  Medicaid  spend-down  Is  largely  a 
problem  of  long-stay  patients. This  approach  is,  however,  a  very  high 
risk  strategy.    Even  with  shorter  periods  of  coverage,  private  insurance 
remains  very  expensive.    At  age  65,  a  high  quality  product  covering  two 
years  of  nursing  home  care  and  fully  indexed  for  inflation  would  cost  over 
$1,000  a  year  per  person. If  the  supply  or  demand  for  insurance  is  not 
what  is  assumed,  then  the  program  fails  because  nursing  home  residents 
will  face  $60,000  in  out-of-pocket  costs  before  receiving  any  public 
insurance  benefits. 

A  second  option,  proposed  by  former  Social  Security  Commissioner 
Robert  Ball  and  by  Senator  Edward  Kennedy,  would  cover  comprehensive  home 
care  but  only  six  months  of  nursing  home  care.    The  Pepper  Commission  has 
proposed  a  similar  approach,  with  the  exception  that  just  three  months  of 
nursing  home  care  would  be  covered.    The  rationale  is  that,  in  a  time  of 
limited  public  resources,  we  should  concentrate  incremental  public 
expenditures  on  patients  who  have  some  chance  of  going  home  from  the 
nursing  home  or  staying  in  the  community.    In  this  regard,  it  is  important 
to  note  that  the  long-stay  patients  targeted  by  the  Mitchell  approach  are 
mostly  discharged  dead,  whereas  a  substantial  proportion  of  short-stay 
patients  are  discharged  alive  to  the  community. Since  about  half  of 
nursing  home  patients  have  lengths  of  stay  of  less  than  six  months,  this 
option  completely  covers  a  substantial  percentage  of  nursing  home 
patients.    On  the  other  hand,  the  total  number  of  days  covered  under  this 
plan  is  relatively  low.    This  makes  this  approach  the  least  expensive. 
While  by  no  means  providing  total  protection  against  the  huge  out-of- 


209 


22 


pocket  expenditures  associated  with  very  long  nursing  home  stays,  even 
short  stays  mean  out-of-pocket  costs  that  would  universally  be  regarded  as 
catastrophic  by  any  standard  if  they  had  occurred  as  a  result  of  acute 
care  expenses. 

A  third  strategy,  comprehensive  coverage,  has  been  introduced  in  two 
forms  by  Representative  Henry  Waxman  and  by  Representative  Pete  Stark. 
Both  bills  cover  comprehensive  nursing  home  and  home  care  after  a 
relatively  short  deductible  and  with  moderate  coinsurance  levels.  This 
approach  provides  the  advantage  of  establishing  a  single  payer  and  thus 
enables  the  government  to  control  payment  rates  and  how  services  are 
delivered.    The  costs  of  a  comprehensive  program  would  be  by  far  the 
highest  of  all  the  public  approaches,  and  there  is  a  greater  possibility 
of  a  rigid,  bureaucratic  administrative  system. 

Medicaid  reform  is  a  necessary  complement  to  all  but  the  most 
comprehensive  public  long-term  care  insurance  program,  but  is  usually  not 
fully  appreciated  how  much  Medicaid  reform  can  cost.    The  Pepper 
Commission  proposed  substantially  raising  Medicaid  reimbursement  rates, 
dramatically  raising  the  level  of  protected  assets,  substantially  raising 
the  personal  needs  allowance,  etc.    This  amounted  to  $13  billion,  30 
percent  of  the  incremental  cost  of  the  full  proposal. These 
improvements  substantially  narrow  the  difference  in  costs  between  the 
Pepper  Commission's  proposal,  which  has  a  very  limited  nursing  home  social 
insurance  benefit,  and  a  comprehensive  program.    Based  on  our  previous 
work,  the  incremental  costs  above  the  Pepper  Commission  proposals  of  going 
to  a  comprehensive  program  should  be  in  the  order  of  $5-10  billion. 
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What  Should  Be  Done? 

Major  new  initiatives  are  needed  in  both  the  public  and  private 
sectors  to  improve  financing  of  long-term  care.    Americans  need  to 
recognize  that  long-term  care  is  a  normal  risk  of  growing  old,  one  that 
requires  anticipation  and  planning.    A  large  and  virtually  untapped  market 
awaits  private  insurance.    Continued  development  of  that  market  by  the 
private  sector,  with  encouragement  from  the  government,  could  make  long- 
term  care  more  affordable  for  a  substantial  fraction  of  the  population. 
However,  even  with  maximum  likely  development  of  private  options,  public 
spending  for  long-term  care  will  continue  to  increase  rapidly  for  the 
foreseeable  future.    As  a  result,  improvement  of  public  programs  will 
remain  a  crucial  component  of  any  reform  effort. 

In  general,  the  strategy  set  forth  by  the  Pepper  Commission  of 
including  home  care  and  front-end  nursing  home  coverage  under  social 
insurance,  liberalizing  Medicaid  and  leaving  a  substantial  role  for  the 
private  sector  to  provide  asset  protection  for  the  upper-middle  class  and 
wealthy  elderly  makes  sense.    It  seems  to  best  balance  the  competing 
strategies,  both  programmatical ly  and  politically. 

The  issue  of  long-term  care  reform  is  likely  to  become  increasingly 
prominent  over  the  next  ten  years.    For  one  thing,  the  population  aged  75 
and  older  will  grow  25  percent  by  the  year  2000.    Even  more  important, 
virtually  all  of  the  parents  of  the  baby  boom  generation  will  be  elderly; 
thus  baby  boomers  will  have  to  face  long-term  care  as  a  real  life, 
intensely  personal  problem,  no  longer  just  something  to  read  about  in 
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Newsweek.    The  combination  of  the  elderly  and  their  adult  children  will 
make  long-term  care  into  a  political  issue  that  neither  the  president  nor 
Congress  will  be  able  to  ignore  indefinitely. 
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PREPARED  STATEMENT  OF  JOHN  C.  LEWIN,  M.D.,  DIRECTOR,  HAWAII  STATE 
DEPARTMENT  OF  HEALTH,  SUBMITTED  BY  DR.  PETER  SYBINSKY 

Chakman  Panetta  and  membcfs  of  the  Budget  Committee,  I  wish  to  express  my 
appreciation  for  the  opportunity  to  contribute  to  national  httlth  policy  development  by 
outlining  Hawaii's  innovations  in  this  aiea.  We  have  had  the  good  fortune  to  innovate 
largely  because  we  have  lower  health  insurance  rates  and  that  is  largely  due  to  over  10  years 
of  near-universal  access  to  primary  care.  We  deeply  appreciate  the  opportunity  and 
lecognitiMi  you  have  given  us  by  inviting  us  here  today. 

Hawaii  is  often  thought  of  as  a  tropical  paradise.  Unknown  is  the  fact  that  we  have 
one  of  the  best  basic  health  systems  in  the  nation.  Our  system  delivers  high-quality  eare  for 
low  cost,  de^ite  our  otherwise  high  cost  of  living.  Early  intervention  and  outpatient 
treatment  are  en^hasized  but  Hawaii  also  enjoys  high-tech  teitiaiy  care  programs  as 
advanced  as  any  state  or  nation.  This  system  has  resulted  in  very  low  infimt  mortality  rates, 
along  with  the  lowest  death  rates  from  such  chronic  illnesses  as  cancer  and  heart  disease,  and 
this  is  despite  the  troubling  health  statistics  of  our  Hawaiian  and  part  Hawaiian  residents. 

The  key,  I  would  hold,  to  our  success  is  our  state's  longstanding  commitment  to 
ensuring  that  basic  health  care  is  available  to  all  our  people  and  to  its  innovative  health  care 
community  which  has  experimented  with  ideas  like  short  hospital  stays,  outpatient  surgery, 
and  preventive  health  programs  bng  before  they  became  the  norm  on  the  mainland  United 
States. 

Likewise,  our  state  has  implemented  a  mandated  employer  benefits  program,  the  cmly 
one  of  its  kind  in  the  nation,  has  developed  the  third  greatest  number  of  implemented 
Medicaid  Section  2176  waiver  programs  in  the  nation  and  has  recently  put  on  the  road  our 
subsidized  insurance  program  (the  State  Health  Insurance  Program)  to  offer  coverage  to  those 
left  in  the  gap  between  these  other  programs.  These  programs  are  not  panaceas  for  the 
national  crisis  of  the  uninsured-and  we  don't  take  th^  as  such.  But,  neither  are  they 
inapplicable  to  the  people  of  California,  South  Dakota,  New  Hampshire,  or  any  other  state. 
I've  come  3,000  miles  to  bring  you  the  message:  We  have  somediing  of  value  to  share  and 
look  forward  to  working  with  our  partner  states,  each  of  whom  has  something  to  offer,  to 
contribute  to  national  pdicy  in  health  care. 


Hawaii  Prepaid  Health  Care  Act 

Let  us  first  start  off  by  exploring  a  few  basics  about  the  current  structures  in  Hawaii's 
system.  The  Prepaid  Health  Care  Act  was  adopted  in  1974  to  provide  health  insurance  and 
medical  protection  insurance  for  most  employees  in  the  State.  The  Act  is  administered  by 
the  State's  D^artment  of  Labor  and  Industrial  Relations.  This  measure  was  passed  in  1974, 
after  many  yean  of  study  and  policy  development.  The  measure  was  passed  in  a  time  of 
moderate  unenq>Ioyme&t  in  an  environment  of  already  strong  employment-based  health  care 
coverage.  Effects  on  unemployment  have  been  negligible;  in  fiict,  over  the  last  16  years  our 
unemployment  rate  has  Men  to  the  lowest  in  the  nation  ^  make  no  claims  about  a  cause- 
effect  relationship  in  this  regard,  but  this  seems  to  at  least  cast  some  doubt  on  assertions  that 
such  mandates  will  cause  unemployment). 

Tht  Pr^aid  Health  Care  Law  is  the  nation's  first  and  only  state  mandated  benefits 
Virtually  all  employers  are  required  to  provide  health  insurance  to  their  employees. 
Dependent  coverage  is  optional.  Costs  are  shared  in  this  program.  The  employee  pays  up  to 
1.5%  of  monthly  wages  up  to  half  the  premium  cost.  The  employer  provides  the  balance. 
Employers  may  provide  benefits  as  outlined  in  the  Act  on  a  self-insured  basis  but  are  still 
subject  to  the  requirements  that  those  services  be  provided.  Two  basic  plans  are  available,  a 
fec-fbr-scrvice  pin  and  a  health  maintenance  plan.  The  fee-for-servicc  plan  is  the  plan  most 
used  in  Hawaii,  and  provides  for  a  good  pacloge  of  diagnostic  and  treatment  services  with 
copayments  and  deductibles.  The  HMO  provides  a  generous  package  of  benefits;  these 
benefits  are  outlined  in  the  attached  administrative  rules. 
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Some  of  those  excluded  from  the  provisions  of  the  Act  are  government 
employees  (who  have  their  own  plan),  seasonal  agricultural  worlcers,  real  estate  and 
insurance  agents  working  on  commission,  individual  proprietorship  members  in  small 
family  business,  and  government  assistance  program  recipients. 

yjnplnvi^  FJiiHhnitv 

To  be  eligible  for  Prepaid  Health  Care,  employees  must  work  at  least  20  hours 
a  week  and  earn  a  minimum  amount  per  moni^i.  The  program  is  administered  in 
conjunction  with  temporary  disability  and  workers'  compensation  insurance,  so  no 
large  state  bureaucracy  has  been  created  to  administer  the  provisions  of  Prqxdd 
Health  Care.  An  employer  fund  exists  to  assist  employers  who  cannot,  because  of 
economic  limitations,  provide  for  the  cost  of  the  insurance,  and  to  assist  employees 
whose  employers  have  gone  out  of  business  or  who  have  not  provided  for  the 
insurance. 


Commuiiity  Rating  For  Health  Insurance 

By  requiring  virtually  all  employers  to  provide  insurance.  Prepaid  Health  Care  has 
permitted  health  care  contractors  to  provide  health  insurance  rates  for  small  employers 
comparable  to  those  enjoyed  by  large  employers.  This  has  happened  because  all  small 
business  now  forms  a  large  risk  pool.  Adverse  risks  are  part  of  the  overall  pool,  which 
eliminates  the  need  for  insurance  companies  to  individually  rate  employers. 

The  results  have  b^n  extremely  positive.  Small  business  can  purchase  insurance  at 
reasonable  rates.  Employees  are  covoed  with  health  uisurance.  Insurance  companies  cut 
administrative  costs  and  can  market  to  a  large  pool  of  businesses.  Prepaid  Health  Care  has 
provided  a  uniformly  level  field  for  competition  in  which  responsible  small  businesses  who 
provide  health  insurance  are  not  at  a  competitive  disadvantage  relative  to  those  who  do  not. 


Medicaid 

Hawaii's  Medicaid  Program  services  over  72,000  persons  with  a  budget  of  about 
$220  million.  It  is  administered  by  the  State's  Department  of  Human  Services. 

Hawaii  provides  Medicaid  to  both  the  categorically  needy  and  the  medically  needy 
persons.  Elderly  and  disabled  persons  with  income  up  to  100*  of  the  poverty  level,  and 
children  under  age  6  with  income  up  to  133%  of  the  poverty  level  are  covered.  We  have 
chosen  the  option  to  provide  coverage  for  pregnant  women  and  infants  with  income  up  to  the 
maximum  allowed  by  statute  (185%  of  poverty).  We  have  also  implemented  the 
"presumptive  eligibility"  provision  for  pregnant  women  to  encourage  early  prenatal  care. 


Hawaii  Population  Without  Health  Care  Insurance 

The  effects  of  these  programs,  particularly  Prepaid  Health  Care,  is  evident.  In  1971, 
Hawaii  had  17%  of  its  population  in  the  gap  group  and  was  similar  in  this  regard  to 
California  and  east  coast  states.  The  implementation  of  Prepaid  Health  Care  brought  about  a 
dramatic  drop  in  those  figures  in  several  surveys  conducted  at  the  time.  Estimates  of  those 
enfranchised  with  health  insurance  range  from  a  low  of  3,000  persons  to  over  46,000 
persons,  and  additional  numbers  of  persons  were  provided  better  coverage.  The  Department 
of  Health  has  estimated  that  the  uninsured  population  in  Hawaii  has  grown  with  the  shrinking 
of  Medicaid  to  approximately  5%  in  1987-1988  when  planning  began  for  the  State  Health 
Insurance  Program. 
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Definition  of  Hawaii's  "gt^  group"  iD  need  of  care  does  not  encompais  the 
entire  uninsured  population.  We  have  focussed  on  those  people  who  have  been 
uninsured  by  public  or  private  health  care  coverage  programs  and  who  are  at  a  low 
nough  income  level  where  they  cannot  access  current  health  care  insurance.  The 
number  is  estimated  to  be  between  30,000  and  35.000  people. 

Populations  at  risk  in  the  gap  group  are  largely  made  up  of  those  who,  for  one 
reason  a  another,  lack  access  to  Pr^aid  Health  Care.  As  found  in  a  1988  survey, 
the  unemployed  make  up  over  30%  of  Oahu's  uninsured.  Ilus  is  likely  also  true  of 
the  neighbor  islands.  Dq)^dents  of  low-income  workers,  particularly  diildreo,  are 
another  migor  g^  group.  Part-time  workers,  excluded  from  Prepaid  Health  Care,  are 
another  population  at  risk.  Neighbor  island  residents,  immigrants,  seasonal  workers 
and  students  are  also  at  risk,  although  they  are  not  family  excluded  from  Prepaid 
Healthcare. 


State  Health  Insurance  Program  (SHIP) 

To  meet  tiie  needs  of  this  gap  group,  tiie  State  Health  Insurance  Program  was 
implemented.  Tht  program  provides  universal  access  to  basic  health  care  services  to  all  of 
Hawaii's  people  by  budding  yxpon  Hawaii's  Prq>aid  Health  Care  Act  and  Medicaid. 

SHIP  has  been  created  to  subsidize  affordable  health  care  coverage,  encourage  u«ge 
of  private  insurance  and  Medicaid  and  to  discourage  shift  to  SHIP  from  private  coverage. 
SHIP  is  thus  designated  as  a  partnership  between  government,  individuals  and  families,  and 
the  private  sector.  Through  SHIP,  government  subsidizes  insurance  coverage  for  those 
unable  to  pay.  Insurance  companies  provide  the  coverage  and  the  already  existing  health 
care  providers  deliver  direct  care.  This  is  ess^tially  voy  similar  to  the  model  adopted  by 
the  State  of  Washington  in  its  pilot  Basic  Health  program. 

Benefits  of  SHIP  are  heavily  wdghted  toward  preventive  and  primary  care, 
with  health  appraisals  and  related  tests,  well  baby  and  well  child  care  coverage  and 
accident  coverage  fully  covered.  Twelve  physician  visits  are  allowed  during  the 
course  of  the  year,  with  a  $5  co-payment  at  the  time  of  visit.  An  individual's 
hospitalization,  however,  has  been  limited  -  up  to  5  days  with  a  dollar  limit  of 
$2,300.  Two  days  are  allowed  for  maternity  care.  As  far  as  m^or  exclusions, 
elective  surgery,  and  high-cost  tertiary  care  have  been  excluded.  The  program 
assumes  th&t  most  members  of  the  gap  group  will  qualify  for  Medicaid  after 
exercising  'spend  down"  for  these  costiy  procedure.  Waiting  pttiods  exist  for  some 
ctmditiona. 

Costs 

We  estimate  an  average  State  subsidy  to  be  about  $500/year  with  an  average 
share  for  each  insured  to  run  between  $7S  -  $100/year.  The  insured  share  is  based  on 
a  sliding  fee  scale  where  individuals  will  pay  a  portion  of  the  cost  on  a  monthly  basis 
and  will  be  billed  directly  by  the  insurance  company  for  the  monthly  fee.  This  fee 
scale  is  based  upon  ability  to  pay.  Co-payment  at  the  time  of  visit  is  $5  for  all 
subscribers. 

Table  A  shows  the  monthly  fee  schedule  which  we  have  adopted  for  the  State 
Health  Insurana  Program.  Note  that  under  100%  of  poverty,  th«e  will  be  no 
monthly  payments  and  paymoits  rise  so  that,  at  251  to  300%  of  poverty,  most  adults 
will  pay  fai  the  mtire  costs  of  the  insurance.  Health  care  for  childr^  is  still 
subsidized  somewhat  at  that  level.  To  be  eligible  for  SHIP,  you  must  be  a  Hawaii 
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resident  with  grots  income  less  than  300%  of  the  poverty  level.  SHIP  eligibility  is 
subject  to  enrollment  and  fiscal  limits  and  must  be  renewed  on  a  yearly  basis. 


SHIP  CARRIERS 

SHIP  insurance  is  delivered  through  contracts  with  the  State's  two  largest  insurers- 
Hawaii  Medical  Services  Association  (HMSA),  which  has  about  53%  of  all  health  insurance 
in  Hawaii  and  Kaiser  Permanente,  which  has  about  15%  of  all  health  insurance  in  Hawaii. 
Both  have  been  cooperative  and  enthusiastic  about  working  with  us  in  this  program. 

While  the  RFPs  were  issued  to  all  insurance  companies  currently  providing  coverage 
under  the  Prepaid  Health  Care  statutes  (over  20  companies),  HMSA  and  Kaiser  were  the 
only  insurers  to  provide  proposals  at  this  time.  The  proposals  differ  irom  one  anoAer  quite 
significantly. 

Hawatt  Mgdical  Serylw  Asodatlon 

The  Hawaii  Medical  Service  Association  contract  covers  the  bulk  of  SHIP'S 
subscriben.  It  is  a  fee-for-swice  plan,  although  we  do  propose  that  in  the  next  year 
of  the  program  some  sort  of  a  managed  care  system  be  developed-if  not  statewide, 
then  at  least  to  cover  mejor  areas  of  the  state.  Over  1,000  physicians  have  signed  on 
to  participate  in  SHIP,  through  HMSA.  This  is  almost  one-h^  of  all  physician 
providers  in  the  State.  The  contract  is  for  statewide  services.  The  insurance  is  as 
described  in  the  Administrative  Rules  which  have  been  provided  to  the  Committee. 
One  nuyor  facet  of  the  insurance  is  that  it  does  include  a  limitation  of  20%  of  the 
total  insurance  dollar  for  inpatient  hospitalization.  We  have  worked  with  HMSA  and 
most  of  the  hospitals  in  the  State  to  basically  provide  for  at  least  some  funding  for 
inpatient  care  through  diis  mechanism.  We  have  adopted  the  philosophy  that  hospitals 
are  providing  care  for  this  group  of  people  already  -  much  of  which  is 
uncompensated.  Any  additional  funding,  even  if  it  does  not  cover  the  whole  cost  of 
care,  will  be  helpful  to  the  hospitals  in  providing  for  their  needs. 

The  Kaiser  proposal  is  limited  to  2,000  subscribers.  Kaiser  is  willing  to 
subsidize  a  portion  of  the  costs  of  the  coverage  for  the  full  health  maintenance 
coverage  for  these  persons,  rather  than  cut  back  on  services. 


PROGRAM  IMPLEMENTATION 

SHIP  was  launched  on  April  16,  1990.  Implementation  was  statewide.  From  the 
beginning,  our  objective  was  to  eliminate  the  barriers  and  red  tape  which  often  deter  the 
genuinely  needy  from  getdng  government  services. 

Our  major  task  has  been  to  bring  people  into  SHIP,  to  target  what  would  be  in  any 
state  perhaps  the  most  difficult  to  reach  persons,  those  pec^  who  are  currently  outside  of 
the  system.  In  this  effort,  we  have  emphasized  the  non-traditional. 

First,  we  have  shortened  application  forms  in  an  effort  to  reduce  the  administrative 
barriers  put  in  place  by  lengthy,  complicated  forms.  These  forms  gather  the  minimum 
amount  of  information  necessary  to  determine  gross  income,  family  size  and  basic 
information  on  each  subscriber.  Asset  data  is  not  collected.  Second,  we  have  a  statewide 
toll-free  tel^hone  number  available  to  persons  who  want  to  call  and  ask  for  information  or 
application  forms  from  SHIP.  Third,  certain  categories  of  persons  have  instant  access  to 
SHIP,  witii  no  need  to  wait  for  SHIP'S  quarterly  ouoUment  periods  or  less  than  the  one- 
montii  period  between  enrollment  and  issuance  of  an  insurance  card.  These  persons  are 
those  dropping  off  tiie  Medicaid  rolls,  pregnant  women  and  children. 
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We  have  also  developed  a  broad-based  community  outreadi  program.  Over  200 
volunteers  have  been  trained  to  assist  people  filling  out  the  SHIP  qiplicatioa  form.  Our 
volunteers  have  been  enthusiastic  and  have  been  drawn  from  both  Department  of  Health 
ranks  as  well  as  die  ranks  of  private  social  service  agencies  and  other  community 
organizations,  such  as  the  Hawaii  Public  Health  Association.  This  effoit  has  transcended  our 
regular  organizational  structure  and  has  brought  together  a  wide  range  of  staff  to  work 
togedier  in  this  exciting  effort. 

We  have  been  flexible  in  our  outreach  in  terms  of  trying  to  bring  the  program  to  the 
people.  Applioition  forms  and  assistance  are  available  in  many  of  the  Department  of  Health 
ofBces  statewide.  Our  goal  is  to  make  all  offices  enrollment  centers.  Special  outreach  tables 
have  been  set  up  at  supermarkets,  shopping  centers,  health  fairs  and  other  heavy  traffic 
situations  in  the  State.  We  have  enlisted  the  five  non-profit  piimary  health  care  centers  on 
Oahu  to  sign  up  persons  for  SHIP.  We  have  also  sent  out  "teaser*  brochures  to  all  170,000 
public  school  students  in  the  State.  These  brochures  inform  parents  about  SHIP  and  provide 
a  mechanism  for  additional  information  and  applications  to  be  obtained. 

To  further  extend  our  efforts,  we  have  worked  very  closely  with  our  public  agotcy 
partners-the  Department  of  Human  Services  and  the  Department  of  Labor  and  Industrial 
Relations-in  developing  a  referral  system  from  these  two  najot  mechanisms  to  provide 
clients  for  SHIP.  The  hct  that  our  three  state  level  departments  provide  in  a  centralized 
manner  the  health  and  human  services  which  are  the  purview  of  county  and  local 
governments  in  other  states  facilitates  our  task.  All  Dq>artment  of  Human  Services 
eligibility  workers  have  been  trained  and  are  familiar  with  SHIP  as  well  as  many  of  those 
who  provide  for  die  unemployment  insurance  program  in  the  Dei>artment  of  Labor  and 
Industrial  Relations.  SHIP  presentations  are  provided  to  the  unemployed  on  a  regular  basis. 
Those  persona  who  drop  off  of  Medicaid  rolls  and  those  who  enter  the  unemployment  system 
are  through  this  syst»n  provided  access  to  SHIP. 

Finally,  we  have  developed  an  extensive  media  approach.  Whether  we  like  it  or  not, 
tiie  media  is  the  major  way  most  pasons  receive  information.  We  have  utilized  both  free 
and  paid  media  in  our  efforts  to  publicize  SHIP.  We  have  developed  a  television  commercial 
and  radio  commercials  in  various  languages  which  play  frequently  on  a  number  of  stations 
which  have  specialized  listening  audioices.  This  has  kqpt  costs  down  but  allowed  us  to  reach 
groups  at  particular  risk  of  being  uninsured.  A  SHIP  video  tape,  9  minutes  long,  has  been 
produced  and  copies  are  available  for  outreach  and  office  use.  This  tape  describes  the 
benefits  in  the  plan  and  discusses  all  the  basic  aspects  of  the  plan. 

Print  ads  and  bus  posters  have  also  been  produced  for  SHIP  and  we  issued  a  weekly 
press  release  giving  weekend  outreach  sign-up  locations.  These  have  been  picked  up  by  the 
media  and  has  been  in  the  newspapers  across  the  state  every  weekend  thus  far. 

We're  also  part  of  a  unique  program  which  uses  touchscreen  computers  to  provide 
information  and  referral  on  state  health  and  human  services.  This  program  entitled  Hawaii 
Access  is  located  at  four  locations  on  Oahu.  We  also  have  developed  a  module  which  albws 
people  to  actually  apply  for  SHIP  through  this  publicly  accessible  computer  touchscreen. 

What  results  have  been  realizaJ  from  these  efforts?  Over  10,500  applications  have 
been  received  by  SHIP  and  over  11,380  individuals  have  been  serviced.  Our  first  application 
period  extended  from  April  16  to  July  7,  1990.  The  second  application  period  for  SHIP, 
which  began  on  October  1,  1990  was  extended  through  January  7,  1991  to  accommodate  the 
flood  of  inquiries  and  applications.  As  of  April,  1991,  we  have  enrolled  9,363  members 
aboard  HMSA  and  SHIP  and  700  in  Kaiser-SHIP,  which  includes  115  newborns.  Our  first 
"SHIP  baby"  was  bom  in  Hilo,  Hawaii  on  June  4,  1990.  As  expected.  SHIP  members  are, 
in  general,  young  (45.8%  are  under  age  18).  Our  outreach  in  rural  areas  appears  to  have 
been  successful  as  over  47%  of  SHIP  clientele  are  from  the  generally  rural  neighbor  islands. 
Sixty^e  percent  (61  %)  of  SHIP  membership  has  family  income  below  the  Federal  poverty 
level,  with  over  95%  of  the  membership  below  200%  of  the  poverty  level.  (Please  see 
attached  Tables  1  -  4  for  more  specifics.) 
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Conclusion 

As  a  state»  we  are  proud  to  be  able  to  contribute  what  we  can  to  this  Committee. 
Rather  than  attempting  to  create  a  national  health  insurance  or  national  health  delivery 
system,  Hawaii  strongly  recommends  a  "national  health  policy  of  benefits  for  all  citizens  to 
be  imidemented  and  organized  by  the  fifty  states".  Cost  should  be  shared  by  both  Federal 
and  State  governments. 

As  for  our  own  specific  recommendations,  Hawaii  envisions  implementing  the 
nation's  first  seamless  universal  health  system  as  a  national  demonstration  project.  We 
believe  that  we  have  a  plan  which  would  build  on  present  strengths,  conect  weaknesses,  and 
increase  efficiency  while  reducing  costs.  Ours  is  a  private  sector  model  of  managed 
competition;  promoting  incentives,  consumer  choice,  private  practice,  and  private  insurance, 
witih  heavy  emphasis  on  primary  care. 

Some  of  our  recommendations  would  alter  current  Federal  policies  or  progratns  which 
unduly  inhibit  state  capacity  for  experimentation.  We  propose  such  fiexibility,  mindful  of  the 
memorable  words  of  Justice  Brandeis,  "To  stay  experimentation  on  things  social  and 
economic  is  a  grave  responsibility.  Denial  of  the  right  to  experiment  may  be  fraught  with 
serious  consequences  to  the  Nation.  It  is  one  of  the  happy  incidents  of  the  federal  system 
that  a  single  courageous  State  may,  if  its  citizens  choose,  serve  as  a  laboratory;  and  try  novel 
social  and  economic  expeiiments  without  risk  to  the  rest  of  the  countiy." 

Let  me  apprise  you  of  Hawaii's  vision  for  the  future: 


1)  Hliminftte  ERISA  Restrictions  on  State-Mandated  Benefibi  Planf 

ERISA  currently  freezes  the  Hawaii  Prepaid  Health  Care  Law  at  the 
1974  level.  This  impedes  the  growth  of  innovative  measures  such  as  cost 
containment,  cafeteria  plans,  etc.,  as  these  would  have  to  be  developed  within 
the  parameters  of  the  Prepaid  Health  Care  Law.  Eliminating  the  ERISA 
restriction  will  allow  Hawaii  and  other  states  to  experiment  with  mandated 
boiefits  and  evaluate  the  results  closely.  For  example,  a  state  might  wish  to 
only  mandate  large  employers  to  cover  their  employees  and  compare  it  with 
other  states  like  Hawaii  which  have  chosen  to  cover  most  of  the  employed 
persons  within  their  boundaries.  Similarly,  the  effects  of  various  benefits 
packages  could  be  studied  with  this  increased  state  fiexibiUty. 

2)  Reform  Medicaid 

The  current  Medicaid  system  is  a  patchwork  of  Federal  mandates  and 
qrtions,  linked  together  with  heavy  doses  of  administrative  restrictions.  States 
must  wait  yean  sometimes  for  waivers  and  changes  in  state  plans  must  be 
approved  by  various  HCFA  offices.  In  order  for  Medicaid  to  be  more 
responsive  and  flexible,  we  propose  the  following: 


A)  Allow  for  greater  state  experimentation  with  Medicaid  delivery 
systems.  Such  options  as  employer  buy-ins  and  copayments  which 
have  been  outlined  in  the  policies  of  the  Bipartisan  Senate  Committee 
could  be  tried  in  various  states.  Alternatives  not  yet  conceived 
nationally  might  find  fertile  ground  in  one  state  or  another. 

B)  Reduce  administrative  paperwork  required  for  Medicaid.  Many 
administrative  requirements  of  Medicaid  acnially  serve  as  barriers  to 
the  poor,  be  they  working  poor  or  truly  indigent.  If  indeed  Medicaid  is 
to  be  a  program  for  the  poor,  it  must  reach  them.  M^or  reforms 
which  allow  for  state  fiexibility  in  this  area  should  be  enacted. 
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C)  Create  incentives  for  managed  care  alternatives  under  Medicaid.  Vei>' 
few  managed  care  alternatives  currently  exist  in  Medicaid  programs, 
and  none  at  a  statewide  level.  Fiscal  and  administrative  incentives  to 
offier  such  alternatives  would  help  the  spread  of  a  more  cost  effective 
and  responsible  methodology  of  care. 

D)  Increase  Medicaid  reimbursement  levels  for  institutions  and  primary 
care  providers,  paiti-cuiarly  those  in  areas  where  tiiere  is  a  high 
proportion  of  uninsured  persons.  This  temporary  expedient  could  assist 
institutions  impacted  by  large  numbers  of  uninsured. 

B)      Continue  to  create  and  fund  Medicaid  options  for  the  states  xather  than 
to  enact  mandates. 

3)  TortRcfonp 

Develop  a  package  of  tort  reforms  on  a  federal  level.  Tort  reform  is 
essential  to  any  comprehensive  health  care  reform,  and  is  extivmely  difficult  to 
enact  on  a  state  by  state  basis,  without  preceding  federal  legislation.  Such  a 
package  should  significantly  reduce  the  need  for  physicians  to  practice 
"defensive  medicine,"  while  providing  appropriate,  timely  redress.  Any  tort 
i^orm  should  include  c^s  on  awards  for  pain  and  suffering,  and  attorney's 
fees. 


4)  Create  a  State  rvr  Pff^fflU]  ftfl^i^  Benefits  Package 

Create  a  package  of  basic  benefits,  ranging  from  primary  and 
prevenrve  care  services  through  catastrophic  care;  including  necessary  medical 
reatinent,  hospitalization,  surgical  and  drug  benefits.  Through  legislative 
enactment,  tiiue  benefits  would  be  standardized  for  die  whole  population,  and 
they  would  be  mandated  to  be  a  part  of  employe  based  coverage,  public 
programs  such  as  Medicaid  and  SHIP,  and  individual  plans.  These  benefits 
would  be  available  to  all,  and  represent  a  universal  minimum  of  basic  care 
guaranteed  each  individual  in  our  society.  Insurance  companies  may  exceed 
this  basic  benefits  package,  providing  extra  care  for  txtiz  dollars. 

The  basic  benefits  package  would  be  offered  by  all  insurers  at  a  fixed 
community  rate,  which  would  serve  as  a  risk  pool  for  the  total  population. 
There  would  be  no  co-payments  or  deductibles  charged  to  consumers  for  care 
covered  by  the  basic  benefits  package. 

5)  Iniunncc  Mm 

Require  insurers  to  accept  all  applicants,  with  no  waiting  periods 
beyond  tb&  administirative  processing  time.  All  insuren  must  be  ci^le  of 
offering  the  basic  benefits  package  at  the  established  community  rate,  with 
potentially  s^arate  rating  for  children,  adults,  and  seniors. 

Insurers  would  also  proces'  all  claims  using  a  universal  claim  form.  In 
an  HMO  setting,  this  would  serve  as  an  encounter  form.  By  reducing 
insurance  claims/encounter  descriptions  to  the  same  format,  we  would  reduce  a 
host  of  administrative  hassle  and  open  utilization  data  for  review  and  analysis 
-  except  for  individual  identifying  information. 
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6)      Eatabliah  a  Rftf  alatofv  Aeencv  to  Oversee  Insurance  Rating  and  Utiliation 

Establish  an  agency,  a  "Health  Care  Cost  Commission,"  which  would 
be  gofvemed  by  a  board  whose  members  would  be  appointed  by  the  Governor, 
and  representative  of  providers,  insurers,  business  and  labor,  and  goasumers. 

The  CommissiDn  would  serve  to: 

A)  Collect  and  analyze  data  from  universal  claim/encounter  forms  for  all 
Basic  Benefits  Package  activities,  and  make  this  data  accessible  to 
providers  and  insurance  companies  for  development  of  cost  containment 
activities; 

B)  Approve  and  certify  rates  of  individual  insurance  companies,  based 
upon  the  analysis  of  data; 

C)  Impose  rate  setting  on  the  system; 

D)  Coordinate  planning  and  budgeting  of  government,  incorporating  all 
health  expenses,  including  public  health  "safety  net"  services;  and 

E)  Act  as  the  appellate  body  for  insurers  and  providers  on  provider  rates 


7)  ProYidfif  Hfifonn 

Provide  incentives  to  physicians  to  adopt  the  role  of  "gatekeeper," 
managing  efficient  use  of  health  care  resources,  including  specialists  and 
ancillary  personnel.  It  would  be  the  physician's  prerogative  to  require  more  or 
less  specialized  care,  with  specialty  care  only  available  upon  referral  by 
primary  care  physician. 

Significant  incentives  must  be  provided  for  physicians  who  provide 
quality  care  at  lower  costs.  These  could  include:  a  case  management  he  for 
every  case  where  the  physician  was  the  primary  caie  physician;  sharing  in 
economic  savings  at  the  end  of  the  year;  equitable  reimbursement  rates  for  all 
clients,  regardless  of  the  program  subsidizing  care;  and,  coupled  with  tort 
reform,  i^ysicians  could  significantly  reduce  the  volume  of  unneeded  tasks 
inducted  for  "defensive  medicine"  purposes. 

A  significant  element  in  this  system  would  have  to  be  ttie  strong 
incentives  for  physicians  to  provide  care  to  all,  regardless  of  economic 
circumstances  or  status  in  a  public  program,  because  the  basic  benefits  package 
would  be  enjoyed  by  all,  with  equitable  reimbursement  rates  for  public  and 
private  programs. 

8)  Reformed  Public  Health  System 

Expand  the  role  of  the  private  sector  by  shifting  public  sector  services 
(such  as  clinic  service  type  operations,  prevention,  etc.)  to  the  umbrella  of 
care  covered  by  the  Basic  Benefits  Package.  This  would  reduce  the  sporadic 
and  often  times  duplicative  provision  of  "gap  group"  services,  therby 
streamlining  the  system.  Oo\'emment  health  agencies,  service  contractors,  and 
volunteer  agencies  would  then  be  able  to  serve  as  the  public's  safety  net, 
exclusively  providing  necessary  health  services  where  there  is  a  public  need 
not  met  by  the  Basic  Benefits  Package. 
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Under  a  leformed  public  health  system,  services  provided  by  the  public 
lector  may  include: 

•  Specialty  services  to  undeserved  groups; 

•  Services  such  as  health  education,  case  management  services  for 
overutiiizers  of  the  system,  tubmulosis  control,  disease  control, 
specialized  housing  and  rehabilitation  services,  and  other  specialized 
services. 

9)       Allow  far  Sipififtflnt  Staf^  T  4»titude  in  Vm^nm  Development  and 

Implementation 

The  states  remain  inventive  and  important  actors  in  this  process  by 
devel(q>ing  new  models  and  systems  of  delivery.  By  sharing  this  innovation, 
states  contribute  to  policy  development.  For  example,  SHIP  has  greatly 
beiMfitted  from  working  with  Washington  State's  Basic  Health  plan.  Even 
with  implementation  of  Pederal  policies,  the  states  should  be  given  the 
flodbility  to  continue  as  n^jor  actors.  Any  future  Federal  health  care 
l^islation  should  be  formulated  on  the  basis  that  &e  Federal  programs  are 
safety  nets  and  do  not  preempt  state  programs  which  seek  to  provide  better 
ben^ts  to  their  citiz^.  In  fact,  new  Federal/State  partnerships  should  be 
explored,  such  as  possible  joint  projects  for  Medicare  recipients.  Through  this 
principle,  states  can  be  oicouraged  to  continue  in  the  forefront  of  poliQ' 
develppinent  in  health  care  finance. 


Hawaii  is  poised  and  ready  to  proceed  with  those  aspects  of  our  plan  winch  are  within 
our  power  to  implement.  Given  the  necessary  federal  reforms,  not  only  could  Hawaii 
implement  all  a^ects  of  its  plan,  other  states  would  also  be  bettn  able  to  develc^  their  own 
solutions.  The  need  is  there,  and  I  believe  that  states  stand  ready  to  commit  resouj^  and 
talent  toward  solving  the  problem.  Until  a  national  consensus  is  reached  on  this  issue,  states 
must  be  given  the  flexibility  to  mobilize  a  framework  for  action  and  to  develop  the  true 
experimental  laboratory  for  public  policy.  From  this  broad  base,  truly  responsive  and 
workable  national  policy  can  be  derw«i,  policy  that  will  meet  the  important  health  care 
needs  of  America's  uninsured  without  bankrupting  America. 

Thank  you  for  the  opportunity  to  contribute  our  thoughts  on  this  vital  national  issue. 


Attachments: 


Prqjaid  Health  Care  Act  and  Related  Administrative  Rules 
Table  A  -  SHIP  Sliding  Fee  Schedule 
Tables  1  through  4 
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TABLE  A 
SHIP  Sliding  Fee  Schedule 


Family  Animal  gross  income  Yoii*d  pay  monthly  for  each 

Members                 under  Adult  Child 

1                        $7,224  $0 

9,030  10 

10,836  IS 

14,448  20 

18,060  40 

21,672  60 


$9,684 

$0 

$0 

12,105 

10 

5 

14,526 

15 

7.50 

19.368 

20 

10 

24,210 

40 

15 

29.052 

60 

20 

$12,144 

$0 

$0 

15,180 

10 

5 

18.216 

15 

7.50 

24.288 

20 

10 

30.360 

40 

15 

36,432 

60 

20 

$14,604 

$0 

$0 

18,255 
21,906 

10 

5 

15 

7.50 

29,208 

20 

10 

36,510 

40 

15 

43,812 

60 

20 
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TABLE  1 
State  Health  Insurance  Program 
All  Members  by  Island  as  of  April,  1991 


Oahu  52.6% 

Hawaii  29.1% 

Maui  8.1% 

Kauai  7.8% 

Molokai  2.1% 

Lanai  0.2% 


TABLE  2 
State  Health  Insurance  Program 
All  Members  by  Ethnic  Group  as  of  April,  1991 


Caucasian 

28.6% 

Hawaiian/Part  Hawaiian 

22.4% 

Filipino 

11.1% 

Mixed 

9.3% 

Korean 

7.6% 

Other 

6.6% 

Qiinese 

5.3% 

Japanese 

3.7% 

Samoan 

2.3% 

Puerto  Rican 

1.2% 

Unknown 

1.0% 

Black 

.8% 
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TABLE  3 
State  Health  Insurance  Program 
All  Members  by  Age  as  of  April,  1991 


Under  1  year 

2.2% 

1-5 

12.8% 

6-18 

30.8% 

ly 

.y* 

20-29 

12.9% 

30-39 

17.7% 

4049 

12.3% 

50-59 

6.0% 

60-64 

3.7% 

65+ 

.7% 

TABLE  4 
State  Health  Insurance  Program 
All  Members  by  Federal  Poverty  Level  as  of  April,  1991 


100% 
125% 
150% 
200% 
250% 
300% 


61.5% 
13.4% 
9.6% 
10.8% 
3.6% 
1.1% 
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PREPARED  STATEMENT  OF  ELAINE  J.  POWER,  M.P.P.,  AND  ROGER  C.  HERDMAN, 

M.D. 

June  19,  1991 

According  to  the  State  of  Oregon,  up  to  450,000  Oregonians,  or  about  18 
percent  of  the  State's  population,  do  not  have  health  insurance.^    To  address 
this  problea,  the  Oregon  legislature  passed  the  Oregon  Basic  Health  Services 
Act  in  1989,  which  consists  of  three  separate  bills  to  expand  access  to  health 
insurance  in  the  State.     Each  of  the  three  bills  targets  a  specific  segment  of 
the  uninsured  population. 

The  first  of  the  three  bills,  Senate  Bill  (SB)  27,  expands  the  Oregon 
Medicaid  progran  to  include  all  persons  with  incomes  up  to  the  Federal  poverty 
level.     It  also  makes  several  other  major  changes  to  the  Medicaid  program,  as 
I  will  describe  in  more  detail  in  a  moment. 

The  second  bill,  SB  534,  establishes  a  State  high-risk  insurance  pool 
for  persons  whose  incomes  are  above  the  poverty  level  but  who  are  unable  to 
purchase  insurance  due  to  preexisting  health  conditions  and  anticipated  future 
high  health  care  costs.     The  premium  charge  for  policies  from  this  insurance 
pool  are  to  be  not  more  than  150  percent  of  the  cost  of  an  average  private 
health  insurance  premium.     Program  costs  not  covered  by  the  collection  of 
premiuns  will  be  financed  through  general  State  funds  and  through  mandatory 
contributions  by  private  insurers . 

SB  935,  the  third  bill  of  the  Act,  addresses  the  problem  of  persons  who 
are  employed  but  have  no  employer-based  health  insurance.     This  law 
encourages,  and  ultimately  requires,  snail  businesses  to  provide  health 
insurance  to  their  employees  that  covers  at  least  the  level  of  services 
covered  for  the  Medicaid  population  under  SB  27,     Businesses  receive  tax 
credits  for  providing  insurance.     They  have  the  option  of  choosing  private 
insurance  plans  or  purchasing  insurance  from  a  State  fund  created  for  that 
purpose.     Employers  who  do  not  provide  health  insurance  after  1994  will  be 
required  to  make  mandatory  contributions  to  the  fund,  but  that  provision  is 
repealed  if  at  least  150,000  previously  uninsured  persons  receive  health 
insurance  by  January  1994. 
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SB  27  makes  major  changes  to  almost  every  aspect  of  the  State's  Medicaid 
program.    As  you  know,  Oregon  requires  a  waiver  from  the  Federal  Government  to 
implement  this  law  as  planned,  because  many  of  the  changes  that  Oregon  wants 
to  make  are  not  permitted  under  usual  Federal  Medicaid  rules. 

Under  SB  27,  the  Medicaid-eligible  population  is  expanded  substantially. 
All  State  residents  with  incomes  below  the  Federal  poverty  level  will  be 
eligible  to  receive  Medicaid  services.     In  contrast,  at  present,  most  people 
in  Oregon  must  have  incomes  that  are  less  than  70  percent  of  the  Federal 
poverty  level  to  qualify  for  Medicaid.^    According  to  the  State  of  Oregon,  the 
expansion  in  eligibility  under  SB  27  will  eventually  add  approi:imately  120,000 
people  to  the  Medicaid  rolls. 

Most  of  the  currently  eligible  population  that  will  be  covered  by  SB  27 
is  made  up  of  women  and  children  who  are  eligible  because  they  receive 
assistance  through  the  Aid  to  Families  with  Dependent  Children  program,  or 
because  they  are  poor  pregnant  women  and  young  children  who  have  been  made 
eligible  for  Medicaid  through  recent  Congressionally  mandated  expansions.  In 
contrast,  many  of  the  newly  eligible  recipients  will  be  single  adults, 
childless  couples,  and  families  with  incomes  below  the  Federal  poverty  level 
who  could  not  previously  qtialify  for  Medicaid. 

Certain  groups  currently  covered  by  the  Oregon  Medicaid  program  are  not 
affected  by  the  changes  in  benefits  made  under  SB  27.     Medicaid  eligibles  who 
are  elderly,  disabled,  in  institutions,  in  foster  care,  or  in  the  custody  of 
the  State  are  exempt  from  the  bill.     These  groups  will  continue  to  be  eligible 
for  all  Medicaid  benefits  under  the  current  rules  and  will  continue  to  receive 
the  same  services  as  they  did  before  SB  27. 
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Reimbursement  and  delivery  of  services  will  also  change  under  the  new 
plan.     Most  of  the  population  receiving  services  under  SB  27  will  be  enrolled 
in  some  form  of  managed  care  reimbursed  on  a  prepaid,  per  capita  basis.  Rural 
residents  are  excepted  from  this  requirement  and  will  continue  to  receive 
services  on  a  fee -for -service  basis.     Reimbursement  rates  for  both  urban  and 
rural  providers  (hospitals  as  well  as  physicians)  are  slated  to  increase  in 
order  to  improve  provider  participation  in  Medicaid  and  increase  access  to 
services . 

Finally,  the  covered  services  to  which  the  Medicaid- eligible  population 
is  entitled  could  change  dramatically.     For  those  Medicaid  recipients  subject 
to  SB  27,  the  covered  services  will  be  determined  by  a  prioritized  list  of 
health  services  in  which  all  health  conditions  and  their  treatments  are  listed 
in  importance  from  highest  to  lowest.    The  State  legislature  then  determines 
their  budget  for  the  program,  and  a  line  is  drawn  where  projected  program 
costs  eqvial  the  budgeted  amoiint.     All  conditions  and  treatments  above  the  line 
are  then  covered;  conditions  and  treatments  below  the  line  are  not  covered. 

Certain  services  currently  offered  under  the  Medicaid  program  are  also 
initially  unaffected  by  the  provisions  of  SB  27  and  do  not  appear  on  the 
prioritized  list.     Long-term  care  services,  for  example,  are  excluded  from  the 
list  because  they  are  used  primarily  by  the  aged  and  disabled  groups  that  are 
exempt  from  SB  27.     Mental  health  and  chemical  dependency  services  are  also 
currently  excluded  from  the  prioritized  list,  although  they  are  intended  to  be 
incorporated  into  the  list  after  1993.    Until  that  time,  any  of  the  group  of 
Medicaid  beneficiaries  covered  by  SB  27,  including  newly  eligible  groups,  will 
receive  these  services  under  current  program  rules. 

The  process  for  determining  the  final  ranking  of  the  pairs  of  conditions 
and  their  treatments  was  carried  out  by  the  Oregon  Health  Services  Commission, 
which  consists  of  a  mix  of  providers  and  consumers  and  was  established  by  law 
for  that  purpose.    The  process  consisted  of  six  steps: 

1)  The  commission,  with  input  from  health  care  provider  groups,  grouped 
existing  diagnostic  and  procedure  codes  into  709  condition- treatment  pairs. 
For  example,  end- stage  renal  disease,  a  condition,  and  kidney  transplant,  one 
treatment  for  that  condition,  are  a  condition- treatment  pair.     Other  condition 
treatment  pairs  are  less  specif ic- -for  example,  medical  therapy  is  the  listed 
treatment  for  the  condition  of  birth  trauma. 

2)  For  each  pair,  the  commission  gathered  information  on  treatment  cost, 
expected  treatment  effect  on  patient's  quality  of  well-being,  and  expected 
duration  of  benefits .     Information  on  treatment  effects  and  the  value  of 
different  states  of  health  was  elicited  through  health  care  providers' 
assessments  of  outcomes  and  Oregonians'  health  state  preferences  elicited 
through  a  telephone  survey. 

3)  The  commission  ranked  17  general  categories  of  services,  such  as 
preventive  care  for  children  and  comfort  care,  according  to  their  judgments  as 
informed  by  societal  values  elicited  at  a  series  of  public  meetings. 

4)  The  commission  then  placed  each  condition- treatment  pair  into  one  of 
the  service  categories. 

5)  Within  each  category,  pairs  were  ranked  according  to  the 
calculated  expected  net  benefit  of  treatment,  as  derived  from  the  consumer 
telephone  survey  and  the  provider  assessments. 

6)  Finally,  the  commission  reviewed  the  overall  list  in  detail  and 
selectively  moved  items  up  or  down  the  list  as  deemed  appropriate.     In  this 
final  step,  condition- treatment  pairs  could  be  moved  across  categories. 

The  Commission  completed  their  ranking  process  and  submitted  the  final 
list  of  709  ranked  condition- treatment  pairs  to  the  State  legislature  on  May 
1,  1991.     The  legislature  is  now  in  the  midst  of  debating  their  budget  and 
deciding  where  on  that  list  of  services  the  line  should  be  drawn. 

Oregon  has  a  2-year  budget  cycle.     An  important  provision  of  SB  27  is 
that  if  the  Medicaid  program  should  suffer  a  budget  shortfall,  the  program  may 
not  cut  people  out  of  the  program  or  reduce  provider  payments.  Instead, 
covered  services  are  reduced  as  necessary,  with  the  lowest-ranked  services 
being  eliminated  first. 
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OTA's  Evaliiation  of  the  Oregon  Medicaid  Proposal 

Oregon's  proposal  for  its  Medicaid  program  is  novel  for  a  number  of 
reasons.     First,   it  explicitly  separates  Medicaid  eligibility  from  eligibility 
for  other  assistance  programs;  if  you  are  poor  you  can  receive  Medicaid 
services  regardless  of  whether  or  not  you  meet  the  categorical  requirements 
for  other  programs.     Second,  it  proposes  to  put  the  majority  of  its  client 
population  under  mandatory,  capitated  managed  care.     Both  of  these  changes 
could  have  a  substantial  impact  on  beneficiaries'  access  to  services. 

The  most  striking  change,  however,  is  the  method  for  determining  what 
services  are  to  be  covered  under  Medicaid.    At  present,  the  Federal  Government 
requires  that  all  States  receiving  Federal  Medicaid  assistance  provide  a  core 
set  of  services  to  all  eligible  beneficiaries.     These  services  include  such 
things  as  basic  hospital  inpatient  and  outpatient  care;  physician  and 
laboratory  services;  and  early  and  periodic  screening,  diagnosis,  and 
treatment  services  for  children.     The  Federal  Government  permits  States  to 
offer  a  broader  array  of  optional  services  if  they  choose,  such  as 
prescription  drugs  and  physical  therapy.    The  current  Oregon  Medicaid  program 
offers  all  of  the  mandatory  services  and  most  of  the  optional  ones.  To 
contain  costs,  however,  it  also  has  certain  limits  on  the  use  of  these 
services.    At  present,  for  example,  Oregon  limits  adult  hospital  benefits  to 
18  days  per  recipient  per  year. 

The  proposed  program  would  both  define  and  cover  services  in  an  entirely 
different  way.     Under  SB  27,  diagnostic  services  would  continue  to  be  covered 
in  the  same  manner  as  at  present.    Once  a  condition  is  diagnosed,  however, 
coverage  for  any  given  treatment  of  that  condition  depends  on  whether  that 
treatment  for  that  condition  lies  above  the  line  that  defines  funded  services. 
If  it  is  above  the  line,  the  services  and  products  that  constitute  the 
treatment  will  be  covered,  including  physician  services,  drugs,  laboratory 
services,  and  so  on. 

Thus,  if  Oregon  were  to  put  in  place  the  provisions  of  SB  27,  it  might 
have  significant  implications  for  both  existing  and  new  Medicaid  recipients  in 
the  State.     To  examine  some  of  the  implications  of  the  change  in  the  delivery 
system,  the  General  Accounting  Office  (GAO)  is  currently  undertaking  a  study 
examining  the  Medicaid  managed  care  program  in  Oregon.     Concurrently,  the 
Office  of.  Technology  Assessment  (OTA)  is  undertaking  a  broad  evaluation  of  the 
Oregon  Medicaid  proposal  at  the  request  of  the  Committee  on  Energy  and 
Commerce,  with  a  letter  of  support  from  Senator  Gore.     GAO  and  OTA  are 
coordinating  their  two  complementary  efforts. 

The  OTA  evaluation  is  focussing  on  two  separate  aspects  of  the  Oregon 
proposal.     First,  we  are  assessing  their  prioritized  list  of  services  and  the 
process  by  which  that  list  was  derived.     Second,  we  are  examining  the 
potential  implications  of  the  proposal  for  Medicaid  beneficiaries  and  for  the 
providers  who  serve  them.    Our  report  from  this  study  is  scheduled  to  be 
delivered  to  Congress  this  winter.     A  summary  describing  the  scope  of  the  OTA 
project  is  attached. 
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Summary  of  OTA's  Project  to  Evaluate  the 
Oregon  Medicaid  Proposal 

BACKGROUND:      Expensive  medical  technologies,  substantial  and  growing  numbers 
of  poor  people,  general  health  care  cost  Increases,  and  tight  fiscal 
situations  In  the  Federal  Government  and  many  States  all  have  contributed  to 
Medicaid  difficulties.    Many  States,  Including  Oregon,  have  In  the  past 
responded  by  tightening  eligibility  standards  for  enrollment  in  Medicaid,  thus 
serving  only  the  poorest  of  the  poor.    The  State  of  Oregon  has  recently 
proposed  a  major  departure  from  Medicaid  procedures.     It  seeks  a  waiver  to 
excuse  it  from  mandated  Federal  standards  for  State  participation  in  the 
program  and  to  put  in  place  a  new  but  untested  system. 

The  proposed  system  would,  Oregon  claims,  allow  the  State  to  Include  all 
eligible  Individuals  up  to  100  percent  of  the  poverty  level,  but  with  a 
possible  reduction  in  technologies  and  services  covered,  based  on  a  system  of 
rank  ordering  by  medical  importance  of  all  medical  conditions  (diagnoses)  and 
their  attendant  medical  interventions  (technologies  and  services).    The  costs 
of  Oregon's  paying  for  each  medical  condition  and  technology  (intervention) 
would  be  computed  and  a  cxunulative  amount,  from  the  top  (most  medically 
important) ,  would  be  compared  by  the  State  legislature  to  the  amount  of  funds 
available  for  Medicaid.    The  legislature  will  then  "draw  a  line"  at  the  amount 
to  be  spent,  and  services  below  the  line  would  not  be  paid  for  by  Medicaid. 

Oregon  believes  that  this  system  will  allow  Increased  numbers  of  poor  people 
to  receive  services  and  that  essential  services  and  disease  prevention  and 
health  promotion  services  will  be  available  and  emphasized.    Those  skeptical 
about  the  proposal  point  to  its  untested  nature,  to  what  they  term  its  lack  of 
equity  (elderly  people  and  disabled  people  are  exempted) ,  that  essentially  the 
reduction  in  services  will  apply  only  to  women  and  children,  and  that  some 
essential  technologies  (perhaps  including  some  technologies  and  services 
currently  mandated  by  Federal  requirements)  will  most  likely  fall  below  the 
cut-off  line.     Others  are  skeptical  of  the  methods  used  to  determine  rankings 
of  medical  Importance. 

The  OTA  project  does  not  directly  address  the  concept  of  "rationing"  in  health 
care.    RatHer,  it  is  evaluating  the  mechanics  of  Oregon's  proposed  system, 
including  a  methodologic  critique.    A  major  part  of  the  project  is  an  analysis 
of  evidence  (from  the  health  care  literature  and  elsewhere)  on  the 
effectiveness  of  selected  medical  services  for  women  and  children,  paying 
particular  attention  to  how  well  Oregon's  rankings  reflect  the  medical 
evidence  on  those  services.     It  is  also  analyzing  the  potential  implications 
for  the  health  status  of  poor  women  and  children  due  to  lack  of  access  to 
selected  technologies  and  services,  especially  those  low  on  the  Oregon 
rankings.    The  Implications  of  the  proposal  for  other  Medicaid  beneficiaries 
and  the  financial  and  clinical  implications  for  health  providers  will  be 
examined  as  well. 

REQUESTED  BY:    House  Committee  on  Energy  and  Commerce  (John  Dingell,  Chairman) 
and  its  Subcommittee  on  Health  and  the  Environment  (Henry  Waxman,  Chairman) . 
A  letter  of  endorsement  was  been  received  from  Senator  Gore. 

SCHEDULE:    The  assessment  began  in  July  1990.      A  final  draft  will  be 
submitted  to  Congress  in  early  1992. 

[Whereupon,  at  4:10  p.m.,  the  Committee  adjourned.] 
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